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I. EXECUTLVE SUMMARY 

1. This report reviews competitive market conditions with respect to commercial mobile radio 
services (“CMRS”) using a hmework that groups indicators of the status of competition into four 
categories: (1) market structure; (2) carrier conduct; (3) consumer behavior; and (4) market performance. 
The report also examines a number of related topics of interest to the Commission, including urban-rural 
and international comparisons, wireless-to-wireline competition, and Wi-Fi. 

2. In this report the Commission concludes that there is effective competition in the CMRS 
marketplace. Among the indicators of market structure that form the basis for this conclusion, we note 
that 97 percent of the total U.S. population lives in counties with access to three or more different 
operators offering mobile telephone service, up from 95 percent in the previous year, and up from 88% in 
2000, the first year for which these statistics were. kept. In addition, there. were somewhat larger 
increases in the percentage of the U.S. population living in counties with access to 4 or more, 5 or more, 
6 or more, and 7 or more different mobile telephone operators in the past yea. These increases indicate 
that competition is robust in terms of the current number of competitors per market, and also that 
spectrum availability and other key determinants of entry conditions are favorable to continued 
competitive entry at the local level. 

3. With respect to carrier conduct, the record indicates that competitive pressures continue to 
compel carriers to introduce innovative pricing plans and-service offerings, and to match the pricing and 
service innovations introduced by rival carriers. Price rivalry is evidenced by the continued expansion of 
pricing innovations such as free night and weekend minutes and free mobile-to-mobile calling among an 
individual carrier’s customers. A notable example of non-price rivalry is that several mobile operators 
have recently introduced push-to-talk (“F”’) services to compete with Nextel’s signature F’lT offering. 
In addition, the deployment of competing technological standards continues to be an important 
dimension of non-price rivalry in the U.S. mobile telecommunications market. The carriers using 
T D W G S M  as their second-generation digital technology continue deploying or planning to deploy the 
next-generation technologies on the GSM migration path, including General Packet Radio Services 
(“GPRS”), Enhanced Data Rates for GSM Evolution (“EDGE”), and eventually Wideband CDMA 
(“WCDMA”). Similarly, many CDMA carriers have been upgrading their networks to CDMA2000 
IxRTT, and both Verizon Wireless and Sprint PCS have begun deploying a high-speed wireless data 
network using CDMA2000 1X EV-DO (evolutiondata only, “EV-DO”), the next step in the CDMA 
migration path after IxRTT. In addition to investing in network deployment and upgrades, certain 
carriers have continued to pursue marketing strategies designed to differentiate their brands h m  rival 
offerings with regard to various aspects of network performance such as geographic coverage, voice 
quality, and wireless data speeds. 

4. Indicators of market performances show that competition continues to afford many 
significant benefits to consumers, Consumers continue to contribute to pressures for carriers to compete 
on price and other terms and conditions of senice by freely switching providers in response to 
differences in the cost and quality of service. Average monthly chum rates remain at about 1.5 to 3.5 
percent per month. In addition, the implementation of local number portability (“LNP”) beginning in 
November 2003 has lowered consumer switching costs by enabling wireless subscribers to keep their 
phone numbers when changing wireless providers. While to date the advent of LNP does not appear to 
have resulted in an increase in chum, there is evidence to suggest that competitive pressure on carriers to 
retain existing customers has increased as a result of LNP. 
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5 .  In the 12 months ending December 2003, the United States mobile telephony sector 
increased subscribership from 141.8 million to 160.6 million, raising the nationwide petration rate to 
approximately 54 percent of the population. Mobile subscribers continued to increase the amount of time 
they spend talking on their mobile phones, with average minutes of use per subscriber per month rising to 
more than 500 minutes in the second half of 2003 from 427 minutes in 2002 and 255 minutes in 2000. 
Moreover, although U.S. mobile subscribers still prefer to use their mobile phones to talk rather than to 
send text messages (“SMS”), the popularity of text messaging and other handsct-bad leisure and 
entertainment applications increased during 2003 as evidenced by, among other indicators, a steep rise in 
the volume of SMS tranlc and an increase in the estimated percentage of U.S. mobile subscribers 
considered to be casual data users. Evidence on mobile pricing trends is somewhat mixed, with two 
different indicators of mobile pricing - revenue per minute and the cellular Consumer Price Index (“CPl”) 
- continuing to drop, and a third indicator based on the consumption patterns of hypothetical users 
showing a slight increase in the cost of mobile service from $35.70 in 2002 to $36.46 in 2003. 
Nevertheless, international comparisons indicate that mobile voice calls are still far less expensive on a 
per minute basis in the United States than in Western Europe. 

II. INTRODUCTION 

A. Background 

6. In 1993, Congress created the statutory classification of Commercial Mobile Services’ to 
promote the consistent regulation of mobile radio services that are similar in nahae? At the same time, 
Congress established the promotion of competition as a fimdamental goal for CMRS policy formation 
and regulation. To measure progress toward this goal, Congress required the Federal Communications 
Commission (“FCC” or “Commission”) to submit annual reports that analyze competitive conditions in 
the industry? This report is the ninth of the Commission’s annual reports4 on the state of CMRS 

Commcrcial Mobile Services c a m  to be known as the Connrvrcial Mobile Radio Services, or “CMRS.” I 

CMRS includes a large number of ternstrial services and SOM mobile satellite services. See 47 C.F.R 5 20.9( IO). 

The onmibus Budget Reconciliation Act of 1993. Pub. L. No. 103-66, Title VI, 8 6002@), amending the 
Cormmmications Act of 1934 and codified at 47 U.S.C. 5 332(c). As in tbe past, this repon bases its analysis on a 
consumr-oriented view of wireless services by focusing on specific produa categories, regardless of their regulatory 
classification. In SOM cases. this includes M analysis of offerings outside the umbrella of “services” speciiidy 
designated by thc Commission as CMRS. Howevcr, because providers of these othcr services CUI compete with 
CMRS providers, the Commission believes that it is important to consider than in the analysis. As thc Cammission 
said, paraphrasing the Depamnent of JustlceFedcral Trade Commission guideliecs on merger review, ‘Whcn one 
product is a reasonable substitute for the 0 t h  in the cycs of COIISUMIS, it is to be included in the ~ ~ V M I  product 
market even though the products themselves are not identical.” Application of Echostar Communications 
Corporation, General Moton Corporation, and Hughes Eleclronics Corporation (Transfemrs) and Echostar 
Communications Corporation (Transferee), Hearing Designation Order, 17 FCC Rcd 20559,20606 (2002). 

’ 47 U.S.C. 5 332(c)(l)(C). 

See lmplemcntation of Section 6002@) of thc Onmibus Budget Rcconciliation Act of 1993, Anud Report 
and Analysis of Competitive Market Conditions with Respect to Coxn~~~%~ial Mobile Services, First Report, 10 FCC 
Rcd 8844 (1995) (“Firsf Report”); lmplanmtation of Section 6002@) of the O m u i i  Budga Reconciliation Act of 
1993, Annual Report and Aualysis of Competitive Market Couditim with Rcspca to Commercial Mobile Services, 
Second Repon, 12 FCC Rcd I1266 (1997) (“Second Report”); Implementation of Section aOoz@) of the onmibus 
Budget Reconciliation Act of 1993, Anrmal Report and Analysis of Competitive Market Conditions with Respect to 
Conrmerclal Mobile Services, Third Repon, 13 FCC Rcd 19746 (1998) (“Third Report“); lnplanmtation of 

4 
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competition? 

7. The statute requiring the annual report on CMRS competition states, 

The Commission shall review competitive market conditions with respect to commercial 
mobile services and shall include in its annual report an analysis of those conditions. 
Such analysis shall include an identification of the number of competitors in various 
commercial mobile services, an analysis of whether or not there is effective competition, 
an analysis of whether any of such competitors have a dominant share of the market for 
such services, and a statement of whether additional providers or classes of providers in 
those services would be likely to enhance compctition.6 

8. With the Ninth R e p i t ,  we continue to comply with each of the four statutory requirements 
for analyzing competitive market conditions with respect to commercial mobile services. As in previous 
reports, we base our analysis of competitive market conditions on a range of standard indicators 
commonly used for the assessment of effective competition. We also enhance our analysis by 
reorganizing the presentation of the various indicators to conform to a framework that groups such 
indicators into four distinct categories (A) Market Structure, (B) Canier Conduct, (C) Consumer 
Behavior, and @) Market Performance. Use of this framework has the advantage of providing a 
systematic approach to addressing the four statutory requirements. Thus, Section LU identifies the 
number of competitors in various commercial mobile services as part of the analysis of market structure. 
Moreover, as in previous reports, this report addresses the issue of whether any competitor has a 
dominant share of the market based on a comprehensive analysis of market structure, canier conduct, 
consumer behavior and market performance. With respect to market structure, Section m.C provides 
concentration measures based on subscriber market shares for particular geographic anas, and Section 
III.E assesses entry conditions. In addition, Sections IV, V and VI determine whether, in light of the 
structural conditions examined in Section III, any single carrier has the ability to act anticompetitively 
by examining, among other things, various indicators of price- and’non-price rivaby, consumer switching 
behavior and pricing trends. 

Section 6002@) of the Onmiius Budget Reconciliation Act of 1993, Annual Report and Analysis of Competitive 
Market Conditions with Respect to ConmwrCial Mobile Services, Fourth Report, 14 FCC Rcd 10145 (1999) 
(“Fourth Repod’); Implementation of Section 6002@) of the onmibus Budget Reconciliation Act of 1993, Amual 
Report and Analysis of Competitive Market Conditions with Regpea to Conrmercial Mobile Services, Fph Report, 
15 FCC Rcd 17660 (2000) (‘‘Fiph Report”); Implemntation of Section 6002(b) of the Omnibus Budget 
Reconciliation Act of 1993, h u a l  Report and Analysis of Coqe4itive Met Conditions with Rurpect to 
Commercial Mobile Services, Sixth Report, 16 FCC Rcd 13350 (2001) (“Sixth Report”); Implem3ltatim of Section 
6002@) of the Omnibus Budget Reconciliation Act of 1993, Annual Report and Analysis of Competitive Market 
Conditions with Respect to Commercial Mobile Services, Sewnth Report, 17 FCC Rcd 12985 (2002) (“S-h 
Repod‘); Implementation of Section 6002@) of the Omnibus Budget Reconciliation Act of 1993, Amucal Report and 
Analysis of Competitive Market Conditions with Respect to Conmmcial Mobile Services, Eighth Report, 18 FCC 
Rcd 14783, a 124 (2003) (“Eighth Repod’). The reports can also be found on the FCC‘s website at 
<hnp:llwireless.fcc.gov/nms-crforurahtml. 

This report, bke the othcrs before it, discusses CMRS as a whole because Congress called on the 
Commission to report on “coqe4itive market conditions with respect to commcIcial mobile services.” 47 U.S.C. 
8 332(c)(l)(C). Any individual proceeding in which the Commission defines relevant product and geographic 
markets, such as an application for approval of a license transfer, may present facts pointing to narrowex or broadcr 
markets than any used, suggested, or implied in this report. 

5 
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9. Section U.E presents OUT assessment of whether OT not there is effective competition, 
drawing on the more detailed and comprehensive analysis of the various indicators of competitive market 
conditions in the body of the report. Section II.E also addresses the final statutory requirement to provide 
a statement of whether additional providers would likely enhance competition. 

B. Sources of Information 

10. Since the release of the Eighth Report, the Commission has expanded its efforts to improve 
the quality and granularity of the data used to examine competition in the CMRS iudustry. In March 
2004, the Commission released a Notice of Inquiry (“Ninth CMRS NOT’) seeking data and information 
on the status of competition in the CMRS industry.‘ The Commission requested data based on several 
metrics, including subscribership, penetration rates, usage, average revenue per unit (‘‘WU’), pricing, 
quality of service, and service availability: For each of these metrics, it requested data on whether they 
varied between urban and rural areas as well as among different demographic pups? In order to 
enhance our analysis of CMRS service availability and competition, the Commission asked service 
providers to submit their coverage maps in an electronic, mapable format and to distinguish between the 
areas where they offer coverage to subscribers and the areas where they market service to new 
customers.l0 The Ninth CMRS NOZalso requested comment on how the Commission should define 
“rural” for purposes of its analysis of CMRS competition.” Furthermore, the Ninth CMWNOlasked for 
information on wireless-wireline competition, mobile telecommunications costs, mobile telephone 
service resellem, mobile data service availability, and satellite providers.12 

1 1. Eight parties submitted comments or reply comments in response to the Ninth CMRS NO1 l3 

Three commenters stated that the CMRS marketplace is competitive and cited the data presented in 

~~ 

Implemtation of Section 6002(B) of the Omnibus Budget Reconciliation Act of 1993, Annual Report and 
Analysis of Competitive Market Conditions with Respect to Commercial Mobile Services, WT Dockel No. 04-1 11, 
Notice of Inquiry, 19 FCC Rcd 5608 (2004) (“Ninth CMRS Nor) .  See also, In~~l-tation of Section 6002(B) of 
the Onmibus Budget Reconciliation Act of 1993, Annual Report and Analysis of Comptitive Market Conditions 
with Respect to Comrcial Mobile Services, WT Docket No. 02-379, Notice of Inquiry, 17 FCC Rcd 24923 (2002) 
(“Eighth CMRS NOT’). 

7 

Ninth CMRS NOI, at 5610. 

Id. 

Id., at 5615-5616. 

Id. See also, Facilitating the Provision of Spectnnn-Based Services to Rural Areas and Pmmoting 

8 

9 

10 

11 

Opportunities for Rural Telephone Companies To Provide Spectrum-Based Services, WT Docket No. 02-381, 
Notice @Inquiry, 17 FCC Rcd 25554 (2002) (“Rural Nor’) (ConrmiSsion sought comment on whether and how it 
could modify its policies to promote the huther developmnt and deployment of spectrum-based services in rural 
areas). 

Ninth CMRSNOI, at 5616,5617,5627, and 5631. 

See Appendix C for a list of parties that filed comments in response to the Ninth CMRS NOI. 

12 

13 
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previous reports as evidence of that a~sertion.‘~ Some commentas also noted that the publicly-available 
data on the industry that is included in our reports is sufficient for analyzing CMRS competition.” 
Furthennore, some commenters addressed the issue of the extent of competition in rural areas, i d  
offered suggestions on how to define rural for purposes of this report.16 Such statements and suggestions 
have been integrated into this report. Other commentm provided input on the extent to which Mobile 
Virtual Network Operators (“Os”) and resellers compete in the CMRS industry.” On the other 
hand, many of the questions posed in the Ninth CMRS NO1 were not directly addressed in the comments. 
For example, the Commission received fiom commenters little new data on subscribership, M U ,  
usage, chum, or pricing on a national or sub-national level, or broken down by demographic groups or 
u r b d m l  areas. In addition, service providers did not submit maps of their coverage areas or 
distinguish between areas where they provide coverage and areas where they market service. 

12. Prior to the Seventh Report, the Commission based its analysis of competition in the CMRS 
industry solely on numerous publicly-available sources of data on the industry. These sources included 
company filings with the Securities and Exchange Commission (“SEC”), data compiled and released by 
trade associations and by other government agencies, reports by securities analysts and other research 
companies.and consultants, company news releases and web sites, newspaper and periodical articles, and 
the Commission’s Univmal Licensing System (“ULS”) database. In the Seventh Report, the 
Commission added two new sources of information: the Numbering Resource Utilization I Forecast 
(“NRUF”) database, described below, and information submitted at a Public Forum held at the 
Commission.’* Nevertheless, we continue to rely primarily on the aforementioned publicly-available 
sources and believe that they, when taken together, allow us to analyze the extent of competition in the 
industry on a nationwide basis. Because many of these publicly-available sources report national 
averages that reflect trends in the nation as a whole or in urban markets, they may provide limited insight 
into the extent of competition in particular geographic markets, including markets located in rural areas. 

See Cellular Telecommunications & Internet Association, NOI Comments, at ii, 45 (filed Apr. 26,2004) 
(“CTIA Comments”); Rural Cellular Association, NOI Comments, at 3 (fled Apr. 26,2004) (“RCA Comments’?; 
Sprint Corporation, NOI Reply Comments, at 5-6 (fled May 10,2004) (“Sprint Reply Comments”). 

14 

CTIA Comments, at ii, 3; Sprint Reply Comments, at 4. 

Blooston, Mordkofsky, Dickens, DufQ & Prendcrgast, NOI Comments, at 7 (filed Apr. 26,2004) 

IS 

16 

(“Blooston Cam’er Comments”); RCA Comments at 5-6; Rural Telecommunications Group, Inc., NOIReply 
Comments, at 2-3 (fded May 10,2004) (“RTG Reply Comments’?). 

CTIA Comments, at 21-2; Virgin Mobile USA, LE, NOI Comments, at 3 (fled Apr. 26,2004) (“F‘irgifl 17 

Mobile Comments”). 

The Public Fonun was held in order to examine, ways in which to bmer gather and a n a l p  data for its 18 

reports, in particular data regarding the development of competition in rural and underserved areas. See Wireless 
Telecommunications Bureau Announces Agenda and Speakers For Public Forum For The 7* Annual Conrmacial 
Mobile Radio Services Competition Report, Public Notice, DA 02422 (rel. Feb. 25,2002). See FCC, Commerciul 
Mobile Rudio Services (CMM) Competitwn Report Public Forum, < h t t p : / l ~ e l e s s . f c c . g o v l c ~ ~ ~ o ~ h ~  for 
access to participants’ presentations and fonun traapcript The direct link to the forum tramcript is 
<http://wirelcss.fcc.gov/services/cmrs/p (“Trunrcript”). Fonun participants not only 
provided additional data, including data on the average price of mobile telephone service in mal areas, but ais0 
presented suggestions on how to a n a l p  data more effectively. Rcscarch organizations and agencies offered bight 
into the methodologies they use to gather and analyze data, and the Wireless carriers offered anecdotes on the 
competitive pressures that their companies face. The Commission incorporated these data, suggestions, and insights 
into the Seventh Report. 

http://wirelcss.fcc.gov/services/cmrs/p
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However, the NRUF data and the information submitted in response to the Ninth CMRT NOI have 
enabled us to conduct a more granular analysis of competition on a regional level and also for the 
purposes of comparing urban and rural areas. 

13. In order to further uphold the integrity of our data on CMRS competition, we include, in 
many places, multiple data sources to report on the same metric or depict the same trend. For example, 
h s  report and previous reports have included data hnn three separate sources -the U.S. Department of 
Commerce Bureau of Labor Statistics (“BLS”); economic research and consulting firm, Econ One; and 
the Cellular Telecommunications and Internet Association (“’) - on the average price of mobile 
telephone ~ervice.’~ In addition to using multiple sources for many metrics, we also emphasize that some 
of the sources upon which we rely, particularly SEC filings, are required by law to be accurate, and are 
scrutinized by independent third parties. The CTIA m d c s  used in the report are compiled and 
aggregated by an independent third party in a manner that protects carrier confidentiality, provides an 
incentive for carrier participation, and maintains the integrity of the results.” Furthermore, other carrier- 
reported data included in the report, such as coverage maps, are subject to contractual obligations with 
customers. Because all carrier-reported data is compiled by the carriers themselves and typically 
released in the aggregate to protect confidentiality, we are unable to have in-depth knowledge of the 
minutia of such data. However, we believe it is appropriate to use these sources in our analysis of CMRS 
competition for the reasons stated above. 

14. As mentioned above, the Seventh Report integrated a new source of data collected through an 
FCC order, the NRUF database?’ The NRUF data tracks phone number usage by all telecommunications 
carriers, including wireless carriers, in the United States. All mobile wireless Carriers must report to the 
FCC the quantity of their phone numbers that have been assigned to end users, thereby permitting the 
Commission to make an accurate estimate of the total number of mobile subscribers. As in the Seventh 
Report, we continue to use the NRUF data to determine the total number of mobile telephone subscribers 
and paging subscribersu In addition, because we collect NRUF data on a small, rate center area basis,23 
we can use this information to estimate mobile telephone subscribership levels and penetration rates on a 
regional basis in addition to a national basis. In the Seventh Report, the Commission therefore began 
reporting mobile telephone penetration rates on an Economic Area (“EA”) basis and continues to report 
them in this manner in this report?4 Finally, beginning with this Ninth Report, we use NRUF data for the 

See Section VI.A.l, Pricing Trcnds, infa 

See CIl.4, WirelaFs Indushy Indices: Semi-Annual Data Survey Results (results through December 2003) 

19 

2o 

(“Dec 2003 CTU  survey'^. See note 466, infm, for a discussion of data reported by CTI.4. 

See Section VI.B.1, Subscriber Growth, infa, for a further discussion of NRUF data Carriers submit the 21 

data to NeuStar, Inc., who consolidate the data into a database and supply it to the ConnnisSion upon request. 

See Seventh Report, at 13005,13049. 

Rate eentm are small geographic areas used by local exchange carriers for a variety of reasons, including 
the determination of toll rates. See Harry Ncwton, N ~ ~ ~ o N ’ s  TELBCOM DICrrONARY: 16M EXPANDED & UPDAIED 
EDITION, CMP Books, July2000, at 732. Urban rate centers are genedy smaller than rural rate centers. The 
smallest rate centers are a few square miles in size, while some rural rate centers are hundreds of square miles in size. 
Rate centers are g c n d y  smaller than counties: there are roughly 18,000 rate centers in the United States, 
compared to 3,000 counties. 

22 

24 See Section VI.B.4, Sub-National Penetration Rates, i t f a .  EAs, which are deiked by the Depnrlmmt of 
Connncrce’s Bureau of Economic Analysis, are particularly well-suited for comparing regional mobile telephony 

10 
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fmt time to measure market concentration on an EA basis. In particular, the subscriber market shares we 
use to calculate the Herfindahl-Hirschman Index (“H”? for EAs are based on NRUF data?’ However, 
although we are using EAs to calculate both sub-national penetration levels and “Is for the purposes of 
this report, this does not mean that we fmd the EA to be a relevant geographic market for other purposes. 

One of the most important metrics that the Commission has tracked since 1995 is the number 
of facilities-based mobile telephone carriers providing service in a particular geographic area?6 To track 
service launches by broadband Personal Communications Services (“broadband PCS” or “PCS”) and 
Specialized Mobile Radio (“SMR”) operators, the Commission has analyzed publiclyavailable 
information released by the operators, such as news releases, filings with the SEC, coverage maps 
available on operators’ Jntemet sites, and filings with the Commission. The Commission has based its 
analysis of cellular coverage on cellular licensees’ service area boundary maps, which are filed with the 
Commission. The Commission began tracking service launches on a BTA-by-BTAZ7 basis in 1995, but 
switched to the more detailed, county-bycounty basis in the Fiph Rep& in an effort to improve 
accuracy and significantly reduce the level of overcounting?* It has derived h these data the n u m k  
of competitors operating in every U.S. county and hence the percentage of the U.S. population living in 
areas with a certain n u m h  ofcompetitcmB These data have also been used to derive the percentage of 
the U.S. population living in counties with digital coverage. As mentioned in previous reports, there are 
several important caveats to note when considering the data. First, to be considered as “covering” a 
county, an operator need only be offering any service in a porhon of that county. Second, multiple 
operators shown as covering the same county are not necessarily providing service to the same portion of 

15. 

penetration rates for two reasons. First, the de- aspcct of mobile telephony is, of course, mobility. Each EA is 
made up of one or more economic nodes and the surrounding areas that are economically related to the node. Thc 
main factor used in detarmhitlg the economic relationship bawecn the two areas is commuting pattans, so that each 
EA includes, as far as possible, the place of work and the place of residence of its labor force. Thus, an EA may 
capture the market where the average person would shop for and purchase his or her mobile phone -near home, mar 
the workplace, and all of the places in between. Second, wireless carriers have considerable discretion in how they 
assign telephone numbers across the rate centers in their operating areas. In other words, a mobile telephone 
subscn i  can be assigned a phone number associated with a rate center that is a signiscant distance away from the 
subscriber’s place of residence (but generally still in the s ~ m e  EA). S e e S m t l ,  Report, at 13005. 

See Section III.C.2, Concentration Measures for Mobile Telephony Services, infro. 

See Scction III.C.1, N& of Mobile Telephony Compehtom, infa, 

Basic Trading Arcas (“BTAP) are Matcrial copyright (c) 1992 Rand McNally & Company. Rights 

26 

27 

granted pursuant to a license fiom Rand McNally & Company through an agreemnt with the Federal 
Communications Commission BTAs are geographic areas dram based on the counties in which residents of a 
given BTA make the bulk of theix shopping goods purchases. Rand McNaUy’s BTA sptcification contains 487 
geographic areas covering the 50 states and the District of Columbia. For its spechum auctions, the Commission 
added additional BTA-like areas for: American Samoa; Guam; Northern Mariana Islands; San Juan, Pucao Rico; 
MayagiicdAguadilla-Ponce, F’uerto Rico; and the US. Virgin Islands. 

BTAs can be subdivided into counties. The United States is made up of approximately 3,200 counties 28 

versus 493 BTAs. 

For a complete list of cellular and PCS licenses on a county-by-county basis, see FCC Wireless 
Telecommunications Bureau, Broadband PCS Data, < h t t p : / / w i r c l e s s . f c c . g o v / s e M c ~ ~ ~ ~ ~ ~  FCC 
Wireless Teleconnrmnications Bureau, Cellular Services Data, ~ t t p : / / w i r e l e s s . f c c . g o v / s ~ c ~ ~ ~ / ~ ~ .  

29 
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that county. Thud, the figures for Pops3" and land area in this analysis include all of the POPs and every 
square mile in a county considered to have coverage. Therefore, our analysis overstates to some 
unknown and unavoidable degree the total coverage in terms of both geographic ~ n a s  and population 
covered. On the other hand, we believe our analysis to be the most accurate in the industry today given 
the coverage data that is publicly available. 

16. Another more general limitation of the Commission's analysis of the number of facilities- 
based mobile telephone carriers providing service in a particular geographic area is that it does not 
account for differences in the market shares of mobile telephone carriers. As indicated above, however, 
the Ninth Report supplements the analysis of the number of mobile telephone carriers with the 
measurement of concentration using "Ls calculated based on subscriber market shares for F A .  The 
value of "I reflects both the number of market competitors and the distribution of their market shares. 

C. Structure of Report 

17. As noted above, we have modified the structure of the Ninth Report to conform to a 
framework that groups the indicators of competitive market conditions into four distinct categories (A) 
Market Structure, @I) Carrier Conduct, (C) Consumer Behavior, and @) Market Performance. The 
section on market performance evaluates the outcomes of competitive conditions in the CMRS industry 
from the consumer's point of view, focusing on the benefits to consumers of competition such as lower 
prices, higher quality, greater variety, and more rapid innovation. In contrast, the sections on market 
structure, carrier conduct, and consumer behavior examine the various structural and behavioral 
determinants of such market outcomes. 

18. In using this framework to analyze competitive market conditions with respect to 
commercial mobile radio services, we have integrated the discussion and analysis of mobile voice and 
mobile data services within each of the four categories of indicators. As stated in previous reports, 
mobile voice and mobile data services are no longer clearly delineated in the marketplace.)' Many 
mobile voice operators also offer mobile data services using the same spectnun, network facilities, and 
customer equipment. Furthermore, many US. mobile carriers have integrated the marketing of mobile 
voice and data services. For these reasons, we find it reasonable to analyze competitive conditions with 
respect to these services together.)' As in previous reports, we continue to identie, and to distinguish 
from such integrated mobile carriers, mobile data providers that offer only mobile data services, instead 
of both voice and data services, including those providers that offer such data-only services on networks 
distinct from those traditionally used to provide mobile voice. However, we analyze competitive 
conditions with respect to the services provided by integrated mobile carrim and d a t a d y  providers 
together, rather than treating mobile data services and data-only service providers in a separate section of 
the report. 

30 POPs is an industry term referring to population, usually the numbn of people wved by a given Winless 
license or footprint. One TOP" equals one person. 

See Eighth Report, at 14192. 

Althongb we integrate the analysis of mobile voice and data services for the reasom indicated h, below 
we define separate product markets for mobile voice services and mobile data services. See Section JII.A, Services 
and Product &ket Definition, infra. Accordingly, OUT integration of the analysis of mobile voice and data smriccs 
in the context of this report should not be taken as an indication that the conrmission will wnsider mobile voice and 
data services as belonging in the same product market in a diEerent context. 

31 

32 

12 



FCC 04-216 Federal Communications Commission 

19. As in previous reports, the Ninth Report includes an analysis of wireless-to-wireline 
competition. However, since such “intermodal” competition is distinct from “intra-modal” competition 
among the various wireless carriers, we have placed our analysis of wireless-to-wireline competition in a 
separate section on intermodal issues (Section w), following the sections on market structure, carria 
conduct, consumer behavior and market performance within the CMRS industry. In addition to the 
analysis of wireless-to-wireline competition, Section W also provides an analysis of Wireless Fidelity, 
or Wi-Fi. Although both CMRS and Wi-Fi are wireless services, Wi-Fi relies on a different wireless 
techology and spectrum model than CMRS, and it has the potential to act as a substitute as well as a 
complement to data services offered over mobile telephone networks. 

D. Industry Development 

20. During 2003, the CMRS industry continued to experience increased senice availability, 
intense price competition, innovation, and a wider variety of service  offering^.'^ The mobile telephony 
sector of CMRS has shown significant growth, and mobile data services have begun to play a more 
significant role in the CMRS industry. In the 12 months ending December 2003, the mobile telephony 
sector generated over $88 billion in revenues,u increased subscribership &om 141.8 million to 160.6 
million,” and produced a nationwide penetration rate of roughly 54 percent.’6 For some mobile 
telephone operators, data services now make up 2 to 5 percent of revenues?’ 

21. To date, 276 million people, or 97 percent of the total US. population, live in counties with 
access to three or more different operators (cellular, broadband FCS, andor digital S M R  providers) 
offering mobile telephone service, a slight increase h n  what the Commission found in the Eighth 
Reporr?8 Almost 250 million people, or 88 percmt of the U.S. population, live in counties with five or 
more mobile telephone operators competing to offer service.)g Mobile telephone carriers continued to 
upgrade their networks with next generation technologies that allow them to offer mobile data services at 
higher data transfer speeds.4a To date, operators are offering services over these next generation 
networks in at least some portion of U.S. counties containing 279 million people, or 98 percent of the 
U.S. population.” 

“Increased service availability” refers to the increase in the population living in counties served by 3 01 

mre, 4 or more, 5 or more, 6 or more, and 7 or more CMRS providers. See Scction III.C.1, Number of Mobile 
Telephony Gnnpetitors, infia. 

33 

See Appendix A, Table 1, at A-2. 

See section VI.B.I, ~ubscn’b~r ~mwth,  inza. 

34 

I6 Id. 

See Section lV.B.7, Mobile Data Services and Applications, infia. 

See Appendix A, Table 10, at A-11. 

See Appendix A, Table 5, at A-9. 

See Section lV.B.1.c Technology Choices and Upgrades of Mobile Telephony Carriers, infia. 

See Section lV.B.1.4 Coverage by Technology Type, in jk 
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39 

4a 
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22. Mobile telephone carriers continued to offer a variety of handset-based mobile data 
applications to consumers during the past year, including text messaging services (also called short 
messaging services, or "SMS'), multimedia messaging services ("MMS') such as photo messaging, and 
entertainment applications such as downloadable ring tones and games. These data services continued to 
grow in popularity. It is estimated that today almost 25 percent of U.S. mobile subscribers can be 
considered casual data users, most of whom use SMS and some of whom use picture mail, download ring 
tones or do simple web surfing." Mobile telephone caniers and otha mobile data providers also 
continued to offer large mobile Internet access service packages designed for data-centcred laptop and 
PDA users in the past year, but demand for such bulk wireless data services remained weak due to the 
limited coverage to date of high-speed wireless data networks and the slow speeds, relative to fixed 
broadband, of wireless network technologies that are widely available today:3 Finally, as in the previous 
four years the use of paging devices continued to decline in the past year." 

E. Statas of competition 

23. An assessment of effective competition in telecommunications markets quires an analysis 
of various indicators of market structure, carrier conduct, consumer behavior, and market performance. 
This report will examine the behavioral as well as the structural characteristics of CMRS m a r h  to 
determine whether there is effective competition in the CMRS marketplace. 

24. The indicators and analysis that form the basis for our conclusion on the status of 
competition axe detailed in the main body of this report. Here we highlight some of the indicators that 
show clear improvement in competitive conditions in the past year, beginning with indicators of markt 
structure. In addition to the aforementioned slight increase in the p e n t  of the total U.S. population 
living in counties &th access to 3 or more different operators as compared with what the Commission 
found in the Eighth Report, there were somewhat larger increases in the percent of the U.S. population 
living in counties with access to 4 or more, 5 or more, 6 or more, and 7 or more different operators in the 
past year." These increases not only suggest that competition is fairly robust in terms of the current 
number of competitors per mark@ but they also demonstrate that competitive entry continues to occur at 
the county level despite possible entry barriers. 

25. In the category of carrier conduct, it is noteworthy that several mobile operators have 
recently introduced push-to-talk ("F") services to compete with Nextel's rival FTT offering, an 
indication of increased non-price rivalry.& AS far as consumer behavior is concerned, the 
implementation of local number portability ("LW) has lowered consumer switching costs by enabling 
wireless subscribers to keep their phone numbers when changing wireless providers. While to date the 
advent of LNP does not appear to have resulted in an increase in wireless chum, it does appear to have 
increased competitive pressures on CMRS carriers with regard to existing customers as evidenced by the 
aggressive customer retention efforts launched by carriers in anticipation of LNP.47 

'* See Section VIB.1 S u b m i  Growth, infia. 

See Section VI.B.3, Mobile Data Usage, infa. 

See Section VI.B.1, Subscriber Growth, infa. 

See Appendix A, Table 10, at A-1 1. 

See Section IV.B.6, Provision of Ancillary Senices and promotional Offm, i n f i .  

See Section V.B.2, Local Numbcr Portability, infa. 
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26. With respect to market performance, the increased benefits to consumers afforded by 
competition are evidenced by the increase in the number of mobile subscribers noted above and also 
greater usage of mobile handsets not only for voice calls but also for new data applications such as text 
and photo messaging. Evidence on mobile pricing trends is somewhat mixed, with two different 
indicators of mobile pricing -revenue per minute and the cellular Consumer Price Index (.%PI'') - 
continuing to drop, and a third indicator based on the consumption patterns of hypothetical users showing 
a slight increase in the cost of mobile service from 2002 to 2003." Nevertheless, mobile voice pricing is 
far less expensive per minute in the United States than in European mobile markets.@ 

27. Based on an analysis ofthese and other indicators detailed in the body of the report,, we 
conclude that there is effective competition in the CMRS marketplace. Regarding rural areas 
specifically, we also conclude that CMRS providers are competing effectively in such areas. Moreover, 
while it appears that, on average, a smaller number of operators arc serving nual areas than urban areas, 
this difference does not necessarily indicate that effective CMRS competition docs not exist in rural 
areas?' On the contrary, as discussed in more detail below, Ninth CMRSNOIcommenters provide 
evidence that, despite the differing structure of rural markets, effective CMRS.competition does exist in 
nual areas.5I 

28. As previously mentioned, the final statutoly requirement in analyzing competitive market 
conditions with respect to CMRS is to provide a statement of whether additional providers would likely 
enhance competition. By way of addressing this requirement, we reiterate that, based on information on 
launches by county, additional providers are still entering the mobile telephone market at the county 
level, including some start-ups as well as operators that have previously launched mobile telephone 
service in other parts of the country, and that, in doing so, these additional providers presumably are 
enhancing competition. In addition, one of the more recent examples of entry by a new start-up occurred 
in an innovative niche mar& rather than in relatively mature CMRS markets such as mobile telephone 
service. In particular, Space Data Corporation acquired narrowband PCS licenses in two FCC auctions in 
September 2003 and has since launched its commercial telemetry service using its patented balloon-based 
Skysitem techno1ogy.5~ 

m. MOBILE TELECOMMUNICATIONS MARKET STRUCTURE 

29. The analysis in this section covers two distinct aspects of mobile telecommunications mark& 
structure. The first is the current level of horizontal concentration as reflected in the number of carriers 
conrpeting in the various mobile service markets and their respective market shares. The second is the 

'* 
@ 

See Section VI.A.1, Pricing Levels and Trends, i n ! .  

See Section VI.E, Intcmatiod ~omparisons, infa. 

See Section III.F.l, Geographical Comparisons: Urban vs. Rural, infa; Sewnth Repert, at 13024. 

See Section III.F.1, Geographical Co&ons: Urban vs. Rural, infra 

See Section III.B.3, Data-Only Providers, infra, Section III.E.l.b, Narrowband Sptnun, infra, and Section 

50 

52 

IV.B.1 .e, Data-Only Networks and Technology Deployment, infa. 
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ease or difficulty of entry into the various mobile service markets, with particular emphasis on the way 
spectrum allocation and availability affect eniry conditions and barriers to entry. 

30. As background to the discussion of horizontal concentration and entry conditions, Sections 
IU.A and IU.B provide an overview of the various types of CMRS services and service providers. 
Following the analysis of the current level of horizontal concentration in Section m.C, Section IU.D 
examines recent or impending transactions that affect, or have the potential to affect, the level of 
horizontal concentration. Section IU.E examines entry conditions. The final d o n ,  ELF, addresses 
structural differences between rural and non-rural mobile telecommunications markets in the United 
states. 

A. Services and Product Market Definition 

31. Since CMRS encompasses a variety of terrestrial and satellite services, an important initial 
step in analyzing the structure of the mobile telecommunications market is to define the relevant product 
market for each of these services. The basic economic principle for defining the scope of the relevant 
product market is to include two mobile services in the same product market if they are essentially 
interchangeable from the perspective of most consumers -that is, if consumers view them as close 
substitutes. For the purposes of this report, relatively narrow product market definitions will be used, 
with a separate product market identified for each of the following services: interconnected mobile 
voice; interconnected mobile data; and mobile satellite service. However, the identification of separate 
markets for each service in the context of this report does not preclude the possibility that, in a different 
context, the Commission may find that two or more .of these services belong in the same. product market. 
The Commission hay also fmd that certain types of mobile voice or data services (for example, 
nationwide calling plans, paging services) constitute a separate relevant product market, or that consumer 
demand for bundled packages of interconnected mobile voice and mobile data services make it 
appropriate to defme one or more separate markets for bundled mobile services. 

- 

32. This report defmes the mobile telephone sector to include all operators that offer 
commercially available, interconnected mobile voice services. These operators provide access to the 
public switched telephone network (“PSTN”) via mobile communication devices employing radiowave 
technology to transmit calls. As discussed below, providers using cellular radiotelephone, broadband 
PCS, and S M R  licenses dominate this sector?3 

33. For purposes of this report, mobile data service is considered to be the delivery of non-voice 
information to a mobile device. Two-way mobile data services include not only the ability to receive 
non-voice information on an end-user device but to send it from an end-user device to another mobile or 
landline device using wireless technology. The mobile data services currently available include paging, 
text messaging (also called short messaging service, or “SMS”), multimedia messaging services 
(“MMS”) such as exchanging digital photos, information alerts, entertainment applications such as ring 
tones and games, web browsing, e-mail, access to files stored on corporate servers, and wireless 
telemetTy.54 

’’ See47C.F.R. $6  22.900,24.200,90.601 

Wireless telemetry is the use of wireless technology to monitor mobile or fixed equipment in a remote 
location, such as the remote monitoring of utility meters by utility and energy companies. See Eighth Repor?, at 
14864-14865. 

54 
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34. Although we decline to identify a separate market for paging services for the purposes of this 
report, as noted above this does not preclude the possibility that the Commission may find that paging 
services constitute a separate product market, rather than a part of the broader market for mobile data 
services, in a different context. Traditional paging service consists of one-way data communications sent 
to a mobile device that alerts the user when it arrives. The communication typically consists of a phone 
number for the user to call, and can also contain other text-based information. As noted in the Eighth 
Report, mobile telephone carriers also offer paging services, as most digital mobile telephone handsets 
include a paging component and/or Caller ID feature that allow usm to view the phone number of the 
person who has called thm1.5~ However, while paging carriers have faced competition frmn these types 
of features offered by mobile telephone carriers, traditional paging devices are generally less expensive, 
and paging networks have a more powerti11 signal strength which allows them to provide better 
underground and.in-building coverage?6 As discussed in the Eighth Report, paging carriers have been 
responding to these competitive advantages by targeting their services at a smaller market segment 
consisting mainly of commercial customers such as medical and emergency personnel and large 
industrial companie~?~ Nevertheless, paging carrier Metrocall Holdings, Inc. (“Metrocall”) argued in 
comments submitted in response to the Ninth CMRS NO1 that there is no distinct product market for 
paging servi~cs.5~ Metrocall claimed that consumers have found paging services to be interchangeable 
with other CMRS services, and that CMRS customers are increasingly substituting mobile telephony 
services and other wireless services for traditional paging services.” Metrocall particularly singled out 
short message service (“SMS”) as competing directly with paging because it is offered at relatively 
inexpensive rates by all the major mobile telephony carriers. 

35. Any mobile satellite service (“MSS”) that involves the provision of commercial mobile 
radio service directly to end users is by statutory d e f ~ t i o n  CMRS.@ As detailed in the Eighth Report, 
the Commission pdrmits MSS providers in the 2 GHz,‘’ Big LEO,” and L-Banda fkquency bands to 
provide an ancillary terrestrial component (“ATC”) to their satellite systems, provided that the MSS 
licensee: (1) has launched and operates its own satellite facilities; (2) provides substantial satellite 

55 See Eighth Report, at 14846 

See Seventh Report, at 1305 1 ; John Sullivan, Motorola’s Exit: Death Knell Or New Dawn For Paging 56 

Market?, WIRELESS DATA NEWS, Dec. 19,2001. 

See Eighth Report, at 14846 

&e ~ e t r o c a ~  ~oldings, ~nc., NOI Comments, at 3. 

57 

Id., at 3-9. 59 

@ 47 C.F.R. 5 20.9( 10). This rule section also contains an exception for *’mobile satellite liccnsccs and other 
entities that sell or lease space segment capacity, to thc extent that it does not provide commercial radio service 
directly to end users.” The exception permits such entities to provide space segmnt capacity to c o m i a l  mbde 
radio service providers on a non-common carrier basis, i f a u t h d  by the commission. 

The 2 GHz MSS band refers to the 2000-2020 MHz uplink (Earth-to-space transmissions) and 2180-2200 
MHz downlink (space-to-Eartb transrms ‘ sions) frequencies. 

The Big LEO (low-earth orbit) band MSS allocation consists of an uplink at 1610-1626.5 MHz and a 
downlink at 2483.5-2500 MHZ and is s o m t i m S  referred to as the 1.6/2.4 GHz band. 

The GBand has MSS allocations at 1525-1559 MHZ(d0wnlink) and 1626.5-1660.5 MHZ (uplink). 
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service to the public; (3) provides integrated ATC; (4) observes existing satellite geographic coverage 
requirements; and (5)  limits ATC operations only to the authorized satellite footprint.” The Snfellite 
Flexibility Order noted that, since terrestrial CMRS and MSS ATC are expected to have different prices, 
coverage, product acceptance and distribution, the two services appear, at best, to be imperfect 
substitutes for one another that would be operating in predominately different market ~egments.6~ The 
Commission has received one application to add ATC to MSS satellite offerings, h Mobile Satellite 
Ventures (“MSV”) in the L-Band. 

B. Overview of Service Providers 

1. FaciIitiecBased Mobile Telephony Providers 

36. In the United States, there are six mobile telephone operators that analysts typically describe 
as nationwide AT&T Wireless, Sprint PCS,66 VerizOn Wireless, LLC (“VrrizOn Wir~less”),6~ T- 
Mobile, Cingular Wireless, LLC (“Cingular Wireless” or “Cing~Iar”),~ and Nextel. Whcn an operator 
is described as being “nationwide,” it does not necessarily mean that the operator’s liccnse areas, service 
areas, or pricing plans cover the entire land area of the United States. The six mobile telephony caniers 
that analyst reports typically describe as nationwide all offer service in at least some portion of the 
westem, midwestem, and eastern United States. In addition, each of the six national operators has 
networks covering at least 200 million people, while the next largest provider covers less than 60 million 
people.M In addition to the nationwide operators, there are a numbex of large regional players, including 
ALLEL COT. (“ALLTEL”), Westem Wireless Corp. (“Westem Wireless”), United States Cellular 
Cop. (‘US Cellular”), and Dobson Communications (“Dobson”). 

37. Because the six nationwide mobile telephone operators as well as the large regional and 
numexous othm smaller operators have different geographic footprmtS, they do not all compete head-to- 
head in each and every region and locality of the country. To provide an accurate count of the number of 

.H See Flexibility for Delivery of Conununications by Mobile Satellite Service Providers in the 2 GHz Band, 
the GBand, and tbe 1.612.4 GIIZ bands, Review of the Spectnrm Sharing Plan Anxmg Non-Geostationa~y Satellite 
Orbit Mobile Satellite Service Systems in the 1 H2.4 GHz Bands, Repori and Order and Notice of Proposed 
Rulemaking, I8 FCC Rcd 1962, 1964 (2003) (“Satellite Flaibiliw Order”). 

Flaibiliy Order, at 1984. 

Sprint PCS is a division of sprint COP. rsprinr). See sprint cop., SEC F O ~  IO-K, ~ a r .  9,2004, at 4. 

65 

66 

Sprint recently recombined its tracking stocks, representing its wireless and wircline divisions, into one stock 
Combination of %ON and ‘Pa’ Tracking Stocks Completed, News &lease, Sprint, Apr. 23,2004. 

61 Vaizon Wireless is a joint venture ofvaizon Communications, ~nc. (“Verizon’? and ~odafone. GIUUP 
PLC (‘Vodafo”’). Verizon owns 55 percent of Verizon Winlcss, and Vodafom owns 45 percent. See Verizon 
Communications, Inc., SEC Form 10-K, Mar. 20,2002, at 10. 

T-Mobile USA, formerly known as VoiceStream Wireless Cow., is a wholly-owncd subsidiary of Deutsche 68 

Telekom AG (“Deutsche Telekom”). 

Cingular Wireless is a joint venture of SBC Communications, Inc. (‘SBC”) and BellSouth Corporation 
(“BellSouth”). See Sixth Report, at 13363-64. 

Colette M. Fleming et al., Wireless 41 I ,  UBS Warburg, Equity &search, Apt. 16,2004, at 16 (“Wireless m 

4117. 
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competitors in the market for mobile telephony services in compliance with the statutory requirement, it 
is necessary as an initial step to define the scope of the geographic marlcet more narrowly on a regional or 
local basis. For example, Section III.C.l below identifies the number of mobile telephony competitors on 
a county-by-county basis. 

2. Resale Providers 

38. Resellers offer service to consumers by purchasing airtime at wholesale rates &om facilities- 
based providers and reselling it at retail prices?’ One Ninth CMllsNOZcommentcr suggested that 
wireless resale may m e  to increase intennodal competition by “helping non-wireless carriers compete 
in the local exchange and interexchange markets by permitting these carriers to offer consumers a 
complete ‘bundle’ of telecommunications services.”n According to information provided to the FCC in 
its ongoing local competition and broadband data gathering program, the resale sector accounts for 
approximately 6 percent of all mobile telephone subscribers.” 

39. With the exception of TracFone Wireless Inc., which serves more than 3 million customers 
with prepaid 0fferings,7~ there appear to be few large independent resellers of wireless servi~e.7~ In 
August 2003, @est Corporation (“Qwest”) en- into an agreement with Sprint to resell Sprint 
wireless services, having decided to exit the facilities-based provision of wireless service.” Qwest began 
offering these Sprint services unde-r its own brand name in March 2004.77 AT&T Cop, former owner of 
AT&T Wireless, is also planning to reenter the mobile telephone market through resale.78 

40. Two nationwide operators have partnered with third party resellers to market prepaid 
offerings aimed at the youth portion of the population. Virgin Mobile USA (“Virgin Mobile”), a joint 
venture between Sprint PCS and Richard Branson’s Virgin Group, L E ,  was launched in July 2002, 

71 Interconnection and Resale Obligations Pertaining to Cormnereial Mobile Radio Servicss, First Report and 
Order, 11 FCC Rcd 18455,18457 (1996). Resellers today are o h  r e f d  to as MVNOs (Mobile Virtual Network 
Operators). MVNOs are distingukkd fiom “traditional” resellers by “‘brand appeal, distribution channels, and 
other &ties,’ including the potential ability to bundle wireless services witk othcr nm-viirclcss products and 
services, as well as the ability to provide and support value-added services.” CTIA NOI Comments, at 22. 

C n A  NOI Comments, at 21 

See Appendix A, Table 2, at A-3. 

TracFone Wireless Reaches 3 Million Customers and L o w s  Airtime Rates for 2004, News Release, 

72 

73 

74 

TracFone Wireless, Inc., Feb. 3,2004. 
75 CTIA suggests that the existemce of relatively few resellers today may be due to the growth of and mteme 

competition betwe.cn facilities-based wireless operators. See CTIA NOI Comments, at 20. 

76 See UI.D.4, injF0. 

+I Id. 

Shawn Yound and Almar Latour, A New Cellphone With an Old Name, WALL STREET JOURNAL, May 6, 78 

2004, at B1. AT&T’s chairman has said that AT&T would enter the wireless market once the cwmt AT&T 
Wireless is absorbed by Cmgular (AT&T has the right to the AT&T Wireless brand name ifAT&T Wireless is 
acquired by Cingular). Id.; ~OMMUNICAIIONS DAILY, May 19,2004. In May 2004, AT&T reached an agreemnt 
with Sprint to offer wireless service over Sprint’s wireless network. AT&TReacher Win?Ias De01 With Sprint, AP 
NEWSWIRE, May 18,2004. 
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targeting its prepaid offerings at the youth marketm The venture has gained more than 1.75 million 
subscribers through March 2004.8O Similarly, Nextel, in conjunction with an Australia-based company, is 
offering a prepaid service targeted at the teenage market.” The service, under the “Boost Mobile” brand 
name, trialed initially in California and Nevada, and is now available in 16 states!’ As of Dcc. 31,2003, 
Nextel had about 400,000 subscribers on Boost Mobile prepaid ~lans.8~ 

3. Data-Only Providers 

41. Non-voice services are offered by paginglmessaging carriers as well as by mobile telephone 
carriers. Paginglmessaging carriers provide these services using paging and narrowband PCS networks 
and spectrum, and paginglmessaging devices or Units. On April 9,2004, paging carrier Metrocall 
submitted a transfer of control application to the Commission in conjunction with the announced merger 
with Arch Wireless Communications, Inc. (“Arch Wireless”).” Other major paging ca r r i a  include 
SlcyTel Communications, Inc., SBC Paging, and Veriz0n Wireless’ paging business.” 

42. Apart b paginglmessaging carriers, there are a few carriers that exclusively sell other 
types of mobile data services, instead of both mobile voice and data services, including Motient Corp. 
(“Motient’? and Space Data Corp (“Space Data”). Motient has specialized in selling and integrating 
wireless data solutions to enterprises, includq wireless e-mail and other wireless Internet applications.86 
Space Data is currently providing commercial telemetry services f a  the energy industry in West Texas 
and eastern New Mexico, and in September 2004 announced that it will extend its telemetry services to 
the Gulf of Mexico later the same month?’ 

See Virgin Mobile USA, LLC, Comments, at 2 (filed Apr. 26,2004) (“Virgin Mobile Comments”). For a 79 

detailed discussion of the venture, see Seventh Report, at 13026. 

Virgin Mobile Comments, at 2 

Eighth Report, at 14839. 

Elghth Report, at 14839; Boost Mobile, Coverage Maps (visited May 17,2003) 

80 

81 

82 

<ht tp: / /www.boos~b i . c~s~-coverage -maps .h~> .  

Nextel, SEC Form 10-K (filed Mar. 11,2004), at 3. 

See Application for Transfer of Control of Metrocall USA, Inc. and Associated Request for Waiver of 

83 

84 

Electronic Filing Rcquinments in Connection with the Merger of Metrocsll Holdings, Inc. and Arch Wireless, Inc., 
dated April 9,2004. Since the Eighth Report, WebLink Wireless, Inc., another major paginglmssaging company 
was mrged into Metrocall. Metrocall to Acquire WebLink, Press Release, Metrocall, Nov. 19,2003. 

SkyTel C d c a t i o n s ,  Inc. is a wholly owned subsidky of MCI (formerly WmldCmn) that was I S  

acquued on October 1,1999. See F@h Report, at 1772017721. Mike Dano, Nationwidepaging down to one 
carrier, RCR WIRELESS NEWS, Apr. 5,2004, at 3+. 

86 See Brad Smith, Early Data Models Drain Finances, WIRELESS WEEK, Apr. 15,2004 (“Early Data Model$ 
Drain Finances”). 

Space Data Launches New Wirelem Telemetry Service in Wmt Texar Oil and Gar Fie& Press Release, 
Space Data Carporation, Apr. 14,2004; Space Data Launcher New Wirelw Telemeny Service, Press Release, 
Space Data Corporation, Apr. 15,2004, Space Dora Floats Wireless Data Network Over the Gulf; Press Release, 
Space Data Carporation, Sept. 14,2004, Space Data Corporation Receiws Patent for Airborne Constellation, Press 
Release, Space Data Corporation, Feb. 2,2004. 
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4. Satellite Providers 

43. As of year-end 2003, a number of carriers were providing mobile satellite services (“MSS”) 
in the United Both Globalstar Telecommunications LTD. (“Globalstar”) and Iridium Satellite 
LLC. (“Iridium Satellite”) are using Big LEO MSS licenses to offer mobile voice and data services to a 
variety of mobile terminals, including hand-held terminals, and to fixed terminals. Inmarsat Ltd. 
(“Inmarsat”) and MSV, the successor to Motient Services Inc., which had previously entered into a joint 
venture with Mobile Satellite Ventures (Canada) Inc. and the Canadian licensee of MSS satellite MSAT- 
1 (TMI Corporation), were also providing voice and data communicatim via satellite in the L-band at 
yearend 2003. The companies offer voice and data services in fixed and mobile environments. The 
mobile environment consists of a laptop-sized or larger tnminal that can be transported h m  one 
location to another. Another company, IC0 Global Communications (Holdings) Ltd., has launched one 
of its twelve U.K.-authorized satellites to operate in the 2 GHz MSS band, but has not yet begun 
commercial service. 

C. Horizontal Concentration 

44. The level of market concentration generally depends on both the number of competing 
carriers per market and the distribution of their respective market shares. Thus, market concentration can 
result from both a relatively small number of carrim competing in the relevant market and a relatively 
high degree of inequality in the distribution of market shares among incumbent carriers. In conjunction 
with entry conditions and the way carriers and consumers behave and interact, market concentration 
affects the likelihood that a single carrier unilaterally, or a small p u p  of carriers through coordinated 
action, could successfully exercise market power. 

45. The basic economic principle for defining the scope of the relevant geographic market is 
to include customers facing the choice of similar competitive alternatives in the same geographic market. 
Because U.S. mobile telephony carriers have different-sized geographic footprints, any individual mobile 
carrier does not compete with all other mobile carriers in each and every part of the country. This 
suggests that the relevant geographic market for mobile telephony services is narrower than the entire 
nation. An attempt to measure concentration in mobile telephony services at the national level would 
understate the actual level of market concentration because the underlying geographic market definition 
would be too broad. At the same time, d e f h g  the appropriate regional or local geographic market for 
mobile telephony services is a highly complex exercise due to various factors, including the relatively 
large number of licensed carriers, the Variety of geographic schemes used to license different spectrum 
bands, the wide variation in carriers’ geographic footprints, and the difficulty of collecting accurate 
information on the geographic coverage each mobile carrier provides in its license areas. To simplify the 
measurement task, we base our analysis of market concentration on uniform geographic areas that may be 
broader or narrower than the relevant geographic market. In particular, we estimate the number of 

In order to place a satellite telephony call, an “outbound“ communication from an MSS mobile phone is 88 

transmitted up to the satellite, using “service link” frequencies. The satellite then rctransrm Is the signal back down to 
the earth, using “feeder link” fkquencies, to a gateway ground station, where the call is interconnected with 
ternsfrial networks, such as the PSTN. The return or “‘inbound‘‘ communication works the exact opposite way. The 
communication fiom the terrestrial network is trausmittcd from the gateway earth station up to the satellite, and thcn 
relransmittcd by the satellite back down to the MSS mobile telephone. In systems with inter-satellite W, the 
inbund and outbound communications may be transmitted through multiple satellites in order to complete thc 
connection between the originating mobile telephone and the receiving gateway ground station. 
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competitors per market on a county-bycounty basis, and we provide concentration measures at the level 
of EAS. 

1. Number of Mobile Telephony Competitors 

To track the level of competition in the mobile telephone sector, the Commission compiles a 
list of counties with some level of coverage by mobile telephone providers. This data is based on 
publicly-available sources of information released by the operators such as news releases, filings with the 
SEC, coverage maps available on operators’ Inte-met sites, and information filed publi~l$~ with the 
Commission in proceedings or with applications.” 

46. 

47. As previously discussed, there are several i rpr tan t  caveats to note when considering these 
data. First, to be considered as “covering” a county, an operator need only be offering any service in a 
won of that county. Second, multiple operators shown as covering the same county are not necessarily 
providing service to the same portion of that county. Consequently, some of the counties included in this 
analysis may have only a small amount of coverage from a particular provider. Third, the figures for 
POPs and land area in this analysis include all of the POPs and every square mile in a county considered 
to have coverage?’ Therefore, this analysis overstates the total coverage in terms of both geographic 
areas and populations covered. 

48. On the other hand, this county-by-county analysis reflects a significant improvement in 
accuracy. In past Reports, the Commission provided summaries of estimated coverage by BTAs. 
Starting with the Fifth Report, the Commission decided to reestimate and enhance these coverage maps 
using county boundaries in an attempt to provide a &me precise picture of network deployment. 
Moreover, while the newer broadband PCS and digital S M R  entrants have less complete networks, the 
original cellular licensees have extensive networks that provide almost complete coverage of the entire 
land mass of the continental United  state^.^ Cellular licensees were originally awarded a geographical 
area (CMA) as a license area, but they only retained that portion of the CMA where they had built out 

*’ This data is not based on information that is subject to a protective order. 

The Commission has buildout rules for geographic area licenses, although they do not require operators to 
deploy networks such that the entire geographic area of a specific license receives coverage. For example, the 
construCtion requirements for the 30 megahertz broadband PCS licenses state that 811 operator’s network must serve 
an area containing at least one-third of the license area’s population witbin five years of the license being granted and 
two-thirds of the population within 10 years. See 47 C.F.R 0 24.203(a). Similarly, the constrUaion rcquhwnts 
for the 10 and 15 megabem broadband PCS licenses state that an operator must cover onequarter of a license area’s 
population, or provide “substantial service,” witbin five years of being licensed. See 47 C.F.R. 5 24.203@). The 
daails concerning exactly which geographic ascas or portions of the population should be cove-red to met the% 
rrquirements are left to the operators. In addition, decisions about whether to increase coverage above these 
rquiremmts are left to the operators. For information on the buildout reqnkmnts f a  cellular licenses, see 47 
C.F.R. 55 22.946,22.947,22.949,22.951. For information on the buildoutnquiremnts for non-site based S M R  
licenses, see 47 C.F.R. pg 90.665 and 90.685. 

90 

AU population figures are based on the Bureau of the C n w s ’ s  2000 county populaticn 

See Appendix B, Maps 2-3, at B-3 - B-4. In overlapping cellular Service Area Boundaries (SABs) over 
cmw block groups, we found that less than ongtenth of one percent of the US lacked celhrlar coverage. FCC 
intanal analysis. Wireless covmge is so pervasive, in fact, that thc Wall Street Jolanal ran an article rating hotels 
on their lack of wireless smrice for those who desire to get away fiom it all. Nancy Keates and Shawn Young, 
Destination: Unreachable, WAIL STREET JOURNAL, Apr. 23,2004, at W1. 
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and expanded their wireless networks?3 

49. To date, 276 million people, or 97 percent of the total U.S. population, have three or more 
different operators (cellular, PCS, andor digital ShtR) offering mobile telephone service in the counties 
in which they live.% However, these counties make up only 62 percent of the total land area of the 
United States, reflecting the nation's uneven population di~tribution?~ Roughly 250 million people, or 
87 percent of the US. population, live in counties with five or more mobile telephone operators 
competing to offer service, while 216 million people, or 76 percent of the population, live in counties 
with six or more mobile telephone operators competing to offer service. Finally, 84 million people, or 
almost 30 percent of the population, can now choose from among seven or more different mobile 
telephone operators providing service somewhere in their counties, an increase of 16 percent from what 
was reported in the Eighth Repor?.% 

2. Concentration Measures for Mobile Telephony Services 

50. This section reports the results of using the Herfindahl-Hirschman Index ("€I"') to measure 
market concentration with respect to the provision of mobile telephony services in 
"I reflects both the number of market competitors and the distribution of their market shares. In 
general, the value of "I declines as the number of fums increases and it increases with rising inequality 
among any given number of firms?* 

The value of 

5 1. In principle, the market shares used to calculate "Is can be based on various output 
measures, such as revenues or the number of subscribers. For reasons of data availability we have 
elected to calculate each mobile carrier's market share based on the number of subscribers served by 
each carrier. The number of subscribers served by each carrier is determined based on the Commission's 

Cellular licensees were originally awarded a geographical area (CMA) as a license area, but they only 93 

retained that portion of the CMA where they had built out and expanded their wireless networks. See Amndmnt of 
Part 22 of the Commission's Rules to Rovide for the Filing and Processing of Applicatiotls for Unserved Areas in 
the Cellular Service and to Modify other Cellular Rules, First Report and Order and Memorandum Opinion and 
Order on Reconsiderafion, 6 FCC Rcd 6185,6196-6200 (1991). Initial cellular system operators wen given a five- 
year period during which to expand their s y s m  within the CMAS in which they wm licmsccs. Id. 

94 See Appendix A, Table 5, at A-9. 

Id. We note that the land area of these counties, 2.2 million square miles, is almost 50 p e n t  larger than 95 

the combined land area of the 25 member c o u n ~ e s  of the recently expanded Eumpcan Union (1.5 million squarc 
miles). 

See Appendix A, Table 10, at A-1 1. 

The "I is calculated by summing the squares of the individual market shares of all firms competing in the 
relevant market. When a single firm is the sole supplier in the relevant marke (a pure monoply), the "I altains its 
maximum value of 10,OOO (100 x 100). As the structure of a market becomes progressively more atomistic, the 
value of "I approaches 0. 

96 

97 

98 For example, iffour carrim are identified as participants in the relevant product and geographic market and 
each carrier accounts for 25 percent of total sales, the value of "I would be 2500 [(25)' x 41. If the mrmber of 
carriers increiws to five, each with a 20 p e n t  market share, the value of "I would d e c k  to 2000 [(20)' x 51. 
On the other hand, ifthere are still only four carriers but the top carrier has a 40 p e n t  market share while cachof 
the rnnaining three carriers has 20 percent, the value of "I would increase from 2500 to 2800 [(40)' + (20)' x 31. 
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NRUF data, which track phone number usage information for the United States. The methodology used 
to compile NRUF data is described in Section VI.B.1 on subscriber growth. As discussed in detail there, 
limitations of the NRUF data can result in miscounting of subscribers in a given geographic area. h this 
regard, we measure the number of subscribers served by each carrier for a given EA because using EAs 
reduces the distortions arising from the limitations of the NRUF data. 

52. In addition to the limitations of the NRUF data, the methodology used to calculate the "Is 
for EAs has its own limitations. The methodology gives equal weight to a mobile carrier that reports 
assigned numbers in one county as it does to a carrier that reports assigned numbcrs in all counties, or at 
least more than one county, within the EA. In effect, the methodology is based on the implicit 
assumption that the EA is the relevant geographic market, so that each carrier with assigned numbers in 
the EA is competing head to head with all other carriers operating in the EA. However, to the extent that 
carriers have different coverage areas that do not overlap, not all carriers with assigned numbers in an EA 
are in fact direct competitors. The implication is that the "Is for EAs will tend to understate 
systematically the actual level of market concentration because the underlying geographic market 
definition is overly broad. On the other hand, there may be factors that would cause the relevant 
geographic market to be broader. For these reasons, we emphasize that, in using the EA to calculate 
market shares for the purposes of this report, we are not concluding that the EA is the relevant 
geographic market for other  purpose^.^ 

53. Based on NRUF data as of December 2003, the average value of the "Is weighted by EA 
population is 2151, and the median value is about 2360.'" The values of "Is for individual EAs range 
from a low of 1325 in EA 107 (covering parts of Wisconsin, Iowa and Minnesota, including the Twin 
Cities) to a high of 7155 in EA 121 (covering parts ofNebmka and Colorado). Thus, the values of the 
weighted average "I and also the "Is in more than half of all EAs are lower than 2500, which would 
be the value of "I for a hypothetical market in which there are four carriers with equal market shares. 

As a benchmark for examining the EAs with relatively high "Is, we note that the value of 
"I in a market that is equally divided among three competitors is approximately 3333. However, there 
are six or more competitors in all of the EAs with "Is in excess of 3300, and the vast majority of the 
EAs in this category have in excess of ten competitors operating in at least some area within the EA. 
This suggests that the high values of "I in these EAs are generally due not to the number of 
competitors, but rather to the limited effect of competitive entry to date in eroding the market shares of 
one or both carriers holding the two original cellular licenses. 

54. 

55.  In in tqe t ing  these "Is, it is worth noting that the economic literature does not provide a 
theoretical or empirical basis for the existence of any critical threshold level of concentration above 
which adverse competitive effects are likely.Io1 In addition, the specific technological and economic 

In other contexts, such as the Commission's review of license transfers and assignam&, the relevant 99 

geographic market for calculating "Is may be greatm or less than an EA. 

See Appendix A, Table 3, at A-4. The simple man (not weighted by population) is 2730. 

Barry C. Harris and David D. Smith, The Merger Guidelines Vs. Economics: A Survey ofEconomic 

1M 

101 

Studies. Perspectives on Fmdammtal Anti- Theory, American Bar Association, Section of AntiM Law, July 
2001, at 10-12. This includes the 1800 "I level used in the DOJFTC Guideliner to identify marLets that arc 
considered to be 'highly concentrated." See U.S. Departmnt of Justice and the Federal Trade comndssion, 
Horizontal Merger Guidelines, 57 Fed. Reg. 41557 (Apr. 2,1992, as mriscd Apr. 8,1997), at gl.51 ("DOJFTC 
Guidelines"). 
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characteristics of an industry are important determinants of the level of market concentration. Of 
particular importance is the relationship between economies of scale and the potential size of the market. 
In industries where the scale of output at which a f m  can fully exploit scale economics (the minimum 
efficient scale) is large relative to potential demand, there will be mom in the market for only a small 
number of f m  operating at the lowest possible cost. In theory, therefore, market concentration in such 
industries will tend to be high relative to industries characterized by greater potential demand or smaller 
minimum efficient scale. 

56. In light of the impact of technological and economic factors in determining the level of 
market concentration, it is noteworthy that the estimated values of "Is for EAs tend to increase as the 
EA population declines. In other words, consistent with the theoretical considerations noted above, 
market concentration tends to be higher in EAs with a smaller potential subsniber base. For example, 
the EA with the highest "I has the smallest population, and the EA with the second highest "I (EA 
142, covering parts of Nebraska and Wyoming) has the third smallest population. 

57. However, some EAs are clear exceptions to this pattern. In particular, there ere a number of 
EAs with mid-sized or relatively large populations that also have relatively high "Is. Such apparent 
discrepancies may arise partly because the EAs also vary with regard to other important determinants of 
market demand and cost besides total population, including factors such as the age distribution of the 
population, per capita income, population density, urbanization, and the size and composition of the 
business sector.lM Absent a more systematic analysis of the possible relationship between these 
explanatory factors and market concentration, we cannot make a determination of the extent to which 
market concentration in any given EA is explained by potential market demand and cost considerations. 

3. International Comparison of Mobile Market Concentration 

58. Concentration in mobile markets abroad provides another benchmark against which to 
evaluate U.S. mobile market concentration. This section compares the structure of mobile telephony 
markets in the United States and selected countries with regard to the number of market Competitors and 
concentration measures calculated using "Is. We note that international differences in mobile market 
concentration may reflect a variety of factors, including differences in the regulatory environment. 

59. One comparison of mobile telephone markets in 46 countries indicates that the number of 
mobile market competitors in the fourth quarter of 2003 was higher in the United States than in any of 
the other countries.'" In particular, the United States is listed as having "6+" players, whenas the only 
other countries with as many as six players are Hong Kong and Taiwan. Several other countries, 
including the United Kingdom, the Netherlands, and Malaysia, are listed as having five players. The vast 
majority of Westem European countries and also comparable Asian-Pacific countries such as Japan, 
South Korea, and Australia are shown as having only three or four mobile players as of the end of 2003. 
However, these data on the number of mobile players per market are not strictly comparable since all 
Westem European countries and most of the Asian countries identified above have liccnsed mobile 

The average cost of serving a givm market tends to declim witb higher population density and urbanization 102 

because high concentrations of s u b s c n i  make it casicr for operators to provide adequate coverage with less 
infrastructure deployment See Eugm~e C. Signom Wireless Coverage in the UnitedSlates: Leaving a Lot to Be 
Desired, THE YANKEE GROUP REPORT, Vol. 1, No. 1 1, Aug. 2000, at 8. 

Michel Morin and Linda Mutsehler, Global Wireless Matrix 4Q03, M d  Lynch, Global Securities 103 

Research, Mar. 19,2004, at 2 rGloba1 Wireless Matrix 4QO3"). 
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caniers on a nationwide basis rather than by smaller geographic regions. As detailed above, the numbex 
of mobile competitors per market in the United States varies by region, ranging from as many as seven or 
more in some areas to fewer than four competitors in some other areas. Nevertheless, as previously 
mentioned 97 percent of the total U.S. population live in counties with a minimum of three different 
mobile operators, the same as the maximum number of national mobile carriers in Japan, South Korea, 
and most of the smaller Western European markets. 

60. Since European regulators awarded nationwide licenses for second-generation GSM and 
third-generation services, national boundaries are the relevant geographic market for measuring 
concentration in European mobile markets. For purposes of cornParison, we computed "Is b a d  on 
subscriber shares as of the fourth quarter of 2003 for the following seven countries: Finland, France, 
Germany, Italy, the Nethalands, Spain and the United Kingdom.IM The lowest "I values are found in 
the United Kingdom (2481) and the Netherlands (2538). Mobile subscribers in the United Kingdom are 
relatively evenly divided among the four GSM operators, and a fifth operator, a 3G start-up, launched 
service in 2003.'" The Netherlands, with five GSM operators, is the only European country to have 
awarded m r e  than four GSM licenses. The values of "I in the remaining countries range fiom a low 
of 3375 in Germany to a high of 4122 in Finland. The relatively high values of "I in this group of 
countries reflect two factors. One is the small number of competitors per market, with four carriers in 
Gennany and Italy and only three carriers in the remaining countries. Second, each market tends to be 
dominated by the top two competitors, which have a combined market share r a n a g  fiom 78 percent in 
Spain to 84 percent in Finland and France.'06 

61. Recalling that for EAs in the United States the average value of the "Is weighted by EA 
population is 2151 and that the median value is about 2360, it is evident that concentration is somewhat 
higher in the two least concentrated European mobile markets (the United Kingdom and the Netherlands) 
than in the U.S. mobile market on average.. If we take the top 25 percent of EAs by "I values, we find 
that the European mobile markets with higher concentration levels (in other words, with "Is ranging 
from 3375 to 4122) would fall within this top 25 percent. At the same time, there are 22 
EAs with higher mobile market concentration levels than Finland, the European country with the highest 
mobile market "I among the European countries included in this comparison. 

D. Consolidation and Exit 

62. Consolidation and exit of service providers, whether through secondary market transactions 
or bankruptcy, may affect the structure. of the mobile telecommunications market. A reduction in the 

IO4 The subscriber shares used to calculate "Is for European mobile markets were taken h m  Global 

lo' Thc "I calculation for the United Kingdom (UK) is based on the assumption that all five UK operators 
had nationwide coverage at the end of 2003. However, having launched service in March 2003,3G start-up 
Hutchison initially provided urban and main artery coverage throughout the country, and as of the f h t  quaxter of 
2004 its coverage was appmximately 70 percent of the population See Atsushi Umino, Dewlopments of Third- 
Generation Mobile Services in the OECD, OECD, Mar. 2004, at 38 ("Dewlopmentr of Third-Generation Mobile 
Services in the OECD"). Since Hutchison did not have nationwide coverage as of Deccmber 2003, the "I of 2481 
somewbat understates mobile market concentration in the United Kingdom at that tim. If Hutchison's relatively 
negligible market share (0.4 percent) as of the end of 2003 is ignored, the value of "I based on the assumption that 
there are four nationwide operators in the UK is 2502. 

Wireless Matrix 4@3, at 50-52,61,67,77, and 85. 
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n u m k  of competing service providers due to consolidation or exit may increase the mket power of 
any given service provider, which in tun could lead to higher prices, fewer services, andlor less 
innovation. However, consolidation does not always result in a negative impact on con&m. 
Consolidation in the mobile telecommunications market may enable carriers to achieve certain 
economies of scale and increased efficiencies compared to smaller operators. Ifthe cost savings 
generated by consolidation encourage the newly enlarged carrier to compete more apssively,  
consolidation could result in lower prices and new and innovative services for consumers.1o’ Moreover, 
it is unlikely that competitive harm will result fiom consolidation among service providers licensed to 
operate in separate geographic markets. 

63. Among the policies potentially affecting consolidation in this market, the Commission 
eliminated (effective January 1,2003) a rule limiting the amount of spectnun a CMRS licensee could 
own or control in a gjven licensed area.’08 Until recently, the Commission had retained the cellular cross- 
interest rule in Rural Service Areas (“RSAs”), at the same time creating a waiver process in recognition 
that there may be RSAs in which such cross interests would not create a significant likelihood of 
substantial competitive harm.’” On July 8,2004, the Commission also eliminated the cellular c r o s 5  
interest rule them applicable only in RSAs and transitioned to case-by-case competitive review for all 
applications related to transactions involving cellular 

64. Since the end of 1999, carriers have been building nationwide footprints”’ through various 
forms of One of the driving forces behind many of these transactions has been the desire 
of large regional carriers to enhance their ability to compete with existing nationwide operators that offer 
attractive nationwide pricing plans.”’ Also, as the Commission has previously concluded, operators with 
larger footprints can achieve certain economies of scale and increased efficiencies compared to operators 
with smaller f~otprints.~’~ More recently, national operators have sought to fill in gaps in their coverage 
areas,”’ as well as to increase the capacity of their existing networks. Since the writing of the Eighth 

lo’ See Jonathan B. Baker, Developments in Antitnut Economics, JOURNAL OF ECONOM~C PERSPECTNES, Vol. 
13, No. 1,Wmter 1999, at 182. 

Spectrum Aggregation R%O, 16 FCC Rcd at 22693,y 49. 

Spectrum Cap Order. at 22708-22710. See, aka, Rural NOI, at 25561. 

FCC Adopts Measures to Increase Rural Inwsiment and Facilitate Deployment of Specinun-Based 

108 

io9 
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Services in Rural Areas, News Release, Federal Comrmmicatiotls Commission, Jul. 8,2004 (“Rural Order PN’) 

Generally, “footprint” is an indmlrj~ term of art ref- to the total geographic area m wbich a wireless 
provider offers service or is licensed to offer smrice. 

TIE commission must consent to the, transfer ofcontrol or assignment o f d  spectrum licenses used to 
provide wireless telecomrrmnications services. 47 C.F.R 5 1.948. 

”‘’ See F@h Report, at 17699 (For a complete. discussion of the mtivations for this phcnomnon, see Fourth 
Report, at 10159-10160). 

‘I4 See Seventh Report, at 12997. One study found bigger companies get better equipmnt prices because of 
their size. Shawn Young, As Wireless Firms Grow, So Cnn Costs, WALL STREET JOURNAL, Apr. 29,2,004, at B4. 
H o w e r ,  the study also found that the cost of si& up new customrs increases as wireless companies get bigger. 

For a mre  complete discussion of the motivations for this pheno-n, see Fourth Report, at 10159- 115 

10160. 
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Report, a number of transactions between market participants have been announced. We discuss the 
transactions involving the largest impact, either through the exchange of subscribers or spectnrm 
licenses, on the structure of the market below. In addition, we discuss some of the carriers that have 
declared banlavptcy and/or announced other restructuring plans during the past year. 

1. Sales and Swaps 

65. Cingulur / AT&T Wireless -On February 17,2004, Cingular Wireless announced an 
agreement to acquire AT&T Wireless for $41 billion in cash.116 According to the companies, the 
combined entity would have 46 million subsc r ib ,  surpassing Verizon Wireless as the largest wireless 
operator, with coverage in 97 of the top 100 markets and combined 2003 revenues exceeding $32 
bill i~n.~” The companies, which are both committed to GSM technology, claim that the combined entity 
would generate more than $1 billion in operating and capital expenditure savings in 2006, and in excess 
of $2 billion in annual savings beginning in 2007.”* The companies predict that the acquisition, which 
requires regulatory approval, will be completed “as soon as late 2OO4.”“’ 

66. Cingular / Nexhvave Telecom - On August 5,2003, Cingular Wireless and NextWave 
Telecom announced an agreement for Cingular to purchase spec- from NextWave in 34 markets for 
$1.4 billion.’20 The licenses, which cover approximately 83 million people, are primarily in markets 
where Cingular already provides senice.’’‘ In February 2004, the Commission approved assignment of 
these licenses from NextWave to Cingular.’” 

Cingular to Acquire ATBT Wireless, Create Nation’s Premier Cbrier, News Release, Chguh Wireless, 
Feb, 17,2004. AT&T Wireless and Cingular Wireless filed applications for Commission consent to the -fer of 
control in March 2004. See Application No. 0001656065 (filed Mar. 17,2004). 

116 

Id. 

Cingular to Acquire AT&T Wireless, Create Nation’s Premier Canier, Ncws Release, Cingular Wireless, 118 

Feb. 17,2004, Some analysts argue that the acquisition is an attempt to offset the decline in Cingular’s parent 
companies’ wireline businesses. Almar Latour and Jesse Druckcr, Stocks of Cingular’s Parentr Ring Out, WALL 
STREET JOURNAL, Feb. 2,2004, at C1. 

In a related transaction, Clngular Wireless, AT&T Wireless, and Triton PCS signed a nowbinding letter of 119 

inten4 contingent on tbe closing of Cingular Wireless’s acquisition of AT&T Wireless, to trade Triton PCS’s 
network in Virginia for certain AT&T Wireless network assets and customers m Noah Carolina and PURto Rico. 
Cingular, A T&T Wireless and Triton PCS Sign Letter of Intent to Exchange Operatiom in N. Carolina, Puerto Rico 
and Virginia, News Release, Cqdar Wireless, July 8,2004. Additionally, AT&T Wireless and Triton PCS wil l  
terminate their exclusivity agreement in return for the surrender of AT&T Wireless’s equity in Triton PCS. See 
Section IJI.D.5, Affiliations, infa. 

Cingular Wireless and Nextwove Telecom Agree to Termsfor Spectrum Licenses, News Release, Cingular 
Wireless, Aug. 5,2003 

Id. 

Applications for Consent to the Assignment of Licenses Pursuant to Section 310(d) ofthe Communications 122 

Actfrom NextWave Personal Cornmunicatiom, Inc.. Debtor-in-Possession. and NextWave PowerPamen, Inc.. 
Debtor-in-Possession, to subsidiaries of Cingular Wireless, Inc., Mnmrandum Opinion & Order, WT Docket No. 
03-217, FCC 04-26 (rel. Feb. 12,2004). Undcr the terms of thc purchase agreement as well as the term sheet 
entered into between the United States Government and NextWave, following consummation of thc transaction, 
Cmgula~ paid $714 million to the Cormnission for the benefit of the U.S. Treasury in full satisfaction of all claims 
related to the licenses it purchased. 
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67. American Cellulur/Dobson - On August 19,2003, Dobson announced that it had completed 
its acquisition of American Cellular Corporation (“American Cellular”), following the successful 
restructuring of American Cellular’s debt and equity ownership>z3 American Cellular had been equally 
owned by Dobson and AT&T Wireless, although Dobson operated the American Cellular markets, under 
the brand name “Cellular One.”1u AT&T Wireless, which along with Dobson had acquired American 
Cellular in February 2000, no longer has an equity stake in the subsidiary.’25 The combined company 
provides service to roughly 1.6 million subscribers in 16 states using its T D W G S M  network126 

2. Joint Ventures 

68. T-Mobile / Western Wirelas - In May 2004, T-Mobile and Western Wireless announced an 
agreement to expand GSWGPRS coverage in the w e s m  United States.127 Under the agreement, 
Western Wireless is building a GSWGPRS network to cover approximately 4 million people in 65 BTAs 
using PCS spectrum purchased from T-Mobile.’” The spectrum is primarily in areas where Westem 
Wireless has already constructed a network, but where T-Mobile has not.lr’ By overlaying a GSM 
network on top of Western Wireless’s existing inhstructure, the companies hope to realize significant 
economic and resource efficiencies by utilizing Western Wireless’s existing leases, tower structures, and 
other components of its cellular netw~rk.~” Western Wireless plans to sell roaming services both to T- 
Mobile and other operators, and may also utilize the network for its own retail c~s to rnm.~’~  

69. Cingulur / T-Mobile - In May 2004, Cingular and T-Mobile announced that they were 
ending their inhstructure sharing joint venture in California, Nevada, and New Yorkl” Under terms of 
the deal, T-Mobile will pay $2.5 billion for Cingular’s network in California and Nevada, and will 

~ ~ 

Dobson Communications Completes Acquisition OfAmerican CeNular Corporation, News Release, 123 

Dobson, Aug. 19,2003. 

1u Eighth Report, at 14810-14811, note 196. 

Dobson Communications Completes Acquisition OfAmerican Cellular Corporation, News Release, 
Dobson, Aug. 19,2003. 

Id. On Scpt 22,2003, AT&T Wireless sold all of its ownership interest in Dobson’s common stock. 126 

AT&T Wireless, Annual Report 2003, at 41. 

T-Mobile USA and Western Wireless To Expand GSM/GPRS 1900 Footprint in Rural US., News Release, 
T-Mobile, May 5,2003. 

Id.; ULS File No. 0001406731 (fled Aug. 20,2003). 

ULS File No. 0001406731 (filed Aug. 20,2003). 

Id. 

Id. 

Cingular, T-Mobile USA To End Joint Network Venture, News Release, Cingular Wireless, May 25,2004. 132 

See Seventh Report, at 13001, and Eighth Report, at 14808, for a description of the venture. 

29 



Federal Communications Commission FCC 04-216 

receive $200 million for unwinding the venture.”’ In addition, Cingular is selling T-Mobile 10 MHZ of 
spectrum in San Francisco, Sacramento, and Las Vegas for $180 million, but will receive. 10 MHZ of 
spectrum in New York City.134 The companies expect the deal to close at the beginning of 2005.1’5 The 
transaction is contingent on Cingular’s acquisition of AT&T Wireless, as well as regulatory approval 
once the transaction between Cingular and T-Mobile is submitted to the Commi~sion.~’~ 

3. Restroetorings 

70. Leup Bankruptcy - As reported in the Eighth Report, on April 13,2003, Leap Wireless 
International, Inc. (“Leap”)”’ filed a voluntary petition for reorganization under Chapter 11 of the U.S. 
Bankruptcy Code in the United States Bankruptcy Court for the Southern District of On 
October 22,2003, the Bankruptcy Court approved Leap’s Fifth Amended Joint Plan of Reorganizati~n.’~’ 
The company’s emergence fiom bankruptcy is contingent on obtaining FCC approval for assignment of 
its wireless licenses.’” 

71. Ntelos Bankruptcy - As reported in the Eighth Report, Ntelos, Inc. (“Ntelos”) filed for 
Chapter 11 bankruptcy protection in the US Bankruptcy Court for the Eastem District of Virginia on 
March 4, 2003.141 Ntelos, which had 266,000 wireless customers at the end of 2002, had missed interest 
payments of more than $24 million on loans h m  commercial debt holders in February 2003.’” On 
September 9,2003, Ntelos announced that it had completed its financial restructuring and emerged *om 

Taka Mar~aroli, Deutsche Telekom to Acquire Cingular Network in Two States, DOW JONES NEWSWIRES, 
May 25,2004. 

COMMUNICATIONS DAILY, May 26,2004, at 5. 

Taska Manvuoli, Deutsche Telekom to Acquire Cingular Network in Two States, Dow JONES NEWSWIRES, 

I 3 4  

135 

May 25,2004. 

Id. See ah0 ULS File No. 0001771442. 

13’ See Section w.A.~, Wireless Alternatives, infa, for a discussion ofleap’s service offerings. 

See Eighth Report, at 14808. 

Order Confirming Debtor’s Fifth Amended Joint Plan of Reorganization, In re: Leap Wireless 

138 

International, Inc., and Cricket Communications, Inc.. et al., Case Nos. 03-3470-AU ~ u g b  03-3535-AU, @&. 
S. D. Cal.) (Oct. 22,2003). 

ULS File No. 0001546977 has been designated as the lead application, and all pleadings and other I” 

submissions filed in the matter that pertain generally to the traasaction and not to a particnlar application 
are available through this file number. See aho, Leap Wireless International, Inc., Debtor-in-Possession, Seeks 
FCC Consent for the Assignment of Broadband Personal Conmnrm ’cations Serviccs Licenses to Leap Wireless 
International, Inc., Public Notice, 18 FCC Rcd 26763 (2003). 

Eighth Reporf, at 14809. 

NTELOS in Active Dismswns with Lkbtholders, News Release, Ntelos, Feb. 18,2003. 142 
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chapter 11 proceedings.'" The company's Joint Plan of Reorganization, which WBS confirmed by the 
U.S. Bankruptcy Court for the Eastcm District of Virginia on August 12,2003, became effective on 
September 9, 2003.1u Under the company's Joint Plan of Reorganization the restructured company will 
be pnvately held, primarily by former noteholdm.'" Existing shares of Ntelos common stock (NTLOQ) 
were cancelled, along with the company's senior and subordinated notes and outstanding prefemd 
stock'& The company still provides service in Virginia, West Virginia, Kentucky, Tennessee, andNoah 
cm1h:47 

72. NextWave Telecommunications Inc. and NextWave Power Partners, Inc. ('NextWave") - 
NextWave was the high bidder for 95 C, D, E and F block broadband PCS licenses covering 174 million 
POPS in auctions held between 1995 and 1997. On June 8,1998, NextWave filed for Chapter 11 
bankruptcy protection in the US. Bankruptcy Court for the Southern District of New York Following 
extensive litigation, the US. Supreme Court held that NextWave's licenses had not automatically 
cancelled for non-payment while it was in banlrmptCy."* As part of its reorganization process, 
NextWave obtained FCC approval to transfer certain of its C and F block PCS licenses to Cingular."' In 
April 2004, NextWave entered a settlement agreement with the FCC whereby it will retain certain of its 
C and F block licenses, and will return the remaining licenses to the FCC. On May 25,2004, this 
settlement agreement was approved by the bankruptcy court.lM 

73. Horizon PCSBanknrptcy - On August 15,2003, Horizon PCS, Inc. (''Horizon PCS"), a 
Sprint PCS affiliate, announced that it had filed voluntary petitions for relief under Chapter 11 of Title 11 
of the United States Code in the United States Bankruptcy Court for the Southern District of Ohio.'" 
Horizon PCS expects to continue to operate its business subject to the supemision and ordm of the 
Bankruptcy Court pursuant to the Bankruptcy Code."* Horizon PCS provides services under the Sprint 

NTELOS Completes Restructuring and Emerges From Chapter I I ,  News Release, Ntclos, Sept 9,2003. I43 

See ako, ULS File Nos. 0001433008,0001433014,0001433028,0001433042,0001433048,0001433051, 
0001433045,0001433033 0001433010, and 0001433442. 

Id. 

Id. 

'& Id. 

I44 

145 

See http:llwuw.ntelos.can 

FCCv. N e r t W m ,  537 U.S. 293 (2003). 

147 

1118 

14' Applicationsfor Consent to the Assignment of Licenses Pursuant to Section 310(d) of the Communications 
Actfrom NextWave Personal Communications, Inc.. Debtor-in-Possession, and NextWave Power Partners, Inc., 
Debtor-in-Possession, to subsidMes of Cingular Wireless. Inc.. Memorandum Opinion & O r a ,  WT Docket No. 
03-217, FCC 04-26, (rel. Feb. 12,2004). 

Is' Order Granting Motion Pursuaut to Section 363 of t l ~  Bankruptcy Code, In re: NextWave Personal 
Communications, Inc. et al., 98B21529 @&. S.D.N.Y.) (May 25,2004). 

Horizon PCS Files For Banhruptcy Protection Under Chapter I I ,  News Release, Horizon PCS, Aug. 15, 
2003. 

Id. 152 
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brand name in markets covering 10.2 million people in portions of 12 states.’” To settle a legal dispute, 
in May 2004 Sprint agreed to pay $38 million to buy Horizon PCS’s customer base (97,000 customers) 
and retail stores in western Virginia and West Virginia.’” The company was serving 3 10,000 subscribers 
as of June 30, 2003.’55 

74. Monet Mobile Networks Bankruptcy and Suspension of Service - On March 11,2004, 
Monet Mobile Networks (“Monet”), which had been providing data-ody broadband service using its 
CDMA 1xEV-DO network in eight northwestern cities, suspended its service.lS6 Monet, which had been 
serving about 3,000 customers, filed for Chapter 11 bankruptcy on March 4,2004, when it was unable to 
find lenders willing to extend it additional finan~ing.”~ The company had be.en looking to become 
acquired by another company since Novemk 2003, but had not found any interested buyers.‘” Monet 
launched North America’s first CDMA 1xEV-W network in November  ZOO^.'" 

4. Exiting Fscility-Bnsed Provision of Service 

75. m e s t  Wireless -As mentioned above, in August 2003 Qwest entered into an agreement 
with Sprint to resell Sprint PCS wireless services, having decided to exit the facilities-based provision of 
wireless service.’60 Under the five year agreement, Qwest retains control of all sales and marketing, 
customer service, billing and collection, pricing, promotion, and product offerings related to the Sprint 
services that it resells. Qwest began offering these Sprint services under its own brand name, Qwest 
Wireless, in March 2004.’61 Qwest’s customers who are currently being serviced through Qwest’s own 
broadband PCS network are being transitioned onto Sprint’s network over time.’” On July 2,2004, 
Verizon Wireless announced an agreement to acquire Qwest’s PCS licenses and network assets, but not 

Id. 

David Hayes, Sprint Settles Lawsuit By Agreeing To Pay $38 MiIIwn, KANSAS ClTY STAR, May 18,2004. 

153 

1” 

’” Horizon PCS, SEC Form 10-Q, Aug. 15,2003, at 17. Ntelos, a network partner for Horizon PCS, operates 
13 markets for Horizon in Virginia and West Virginia, covering approximately 2 million POPS and 70,000 
subscnirs. Dan Myers, More Sprint PCS Afiliates Warn QfTough Road Ahead, RCR WIRELESS NEWS, Apr. 7, 
2003. See, aho, Eighth Report at 1481 1, note 204, for a discussion of the relatiomhip between Horizon PCS and 
Ntelos. 

Monet Mobile Networks, Monet Mobile Networks To Suspend Service (visited May 14, 
2004)<http://www.monetrmbile.com/cust_buy.~>. 

Mike Dano, Nation’s First DO Operator Shuts Down, RCR WIRELESS, Mar. 8,2004. IS7 

”* Id. 

Id. 

Qwest Corp, SEC Form IO-K, Filed Mar. 16,2004, at 5-6. 

159 

160 

“’ Id 

Id, 162 
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customers, for $418 million.’63 

5. Amations 

76. Three of the nationwide operators also have extended their coverage through contractual 
affiliations with smaller carriers. These af€iliations create a “family” of operating companies with much 
closer relationships than those formed by traditional roaming agreements.’” All of these affiliations 
were established to accelerate the build-out of the larger companies’ networks by granting smaller 
affiliates the exclusive right to offer mobile services for those companies, in some cases under the larger 
companies’ brand names, in selected mid-sized and smaller markets.’“ 

77. AT&T Wireless - The AT&T Wireless family consists of AT&T Wireless, as well as its 
affiliations with two companies: Triton PCS and Edge Wireless, U C  (“Edge”).166 AT&T Wireless sold 
porhons of some of its broadband PCS licenses to Triton PCS in exchange for a minority ownership 
interest.Ifl While Triton PCS is marketed under the brand name Suncom’68 and Edge is marketed under 
its own name, both companies provide service as a “Membex of the AT&T Wireless Network.‘’ These 
affiliates, like AT&T Wireless, have committed to upgrading their TDMA networks to GSM/GPRS.’@ 
AT&T Wireless and Triton PCS recently announced an agreement, contingent on Cingular Wireless’s 
acquisition of AT&T Wireless, to terminate the exclusivity arrangement between the two in exchange for 
the surrender of AT&T Wireless’s equity in Triton PCS.Im 

Verizon to Pay $418 Million For Qwe.st’s Wireless Assets, WALL. STREET JOURNAL, July 2,2004, at B4. In 163 

its 2003 10-K, Qwest had amounced its intention to transfer ownership of its network “in the near future, a h  
which [Qwest] wil l  no longer have significant wireless Operations.” Qwest Corp., SFC Form 10-K, filed Mar. 16, 
2004, at 27 1 

See Section N B . 3  Roaming, infra. 

See, e.g., Nextel, Automatic and Manual Roaming Obligations Pertaining to Commercial Mobile Radio 

161 

165 

Services, W T  Docket No. 00-193, Comments, at note 20 (filed Jan. 5,2001) (“To facilitate rapid deployment of its 
network throughout suburban, tertiary and rural areas of the country and move towards more ubiquitous nationwide 
service, Nextel entered into an agreement with Nextel Partners . . . to construct DEN coverage using Colmnission 
licensed frequencies disaggregated by Nextel to [Nextcl Parbm], and offering its services to the public under the 
Nextel brand according to sirict service quality standards.”). 

In addition, AT&T Wireless o m  19.9 pment of Cincinnati Bell Wireless, Lu3 (“Cincinuati Bell 
Wireless”).. Cincinnati Bell, SEC Form lo-& Mar. 23,2004, at 4. These services are sold uudcr the Cinciunati Bell 
Wireless brand name. AT&T Wireless and Cincinnati Bell Wireless have a non-compete clause. Lance Willisms, 
Cincinnati Bell Might Sell Wireless Unit, CINCINNATI BUSLNESS COURIER, Mar. 5,2004. 

AT&T Wireless o w  15.7 percent of Triton PCS and 40 percent of Edge. AT&T Wireless, FCC Form 602 161 

(filed Mar. 16,2004). Even with its close relationship with AT&T Wireless, Triton PCS daerndms its own service 

LLC, FCC Application for Assignmnt of Autho~tion, #0001108216 (fled Dcc. 4,2002). at 2. AT&T has an 
agreement with Triton PCS to not compete in Triton PCS’s six southeastern states und 2009. Jessica Hall, R t o n  
PCS Eyes Some Cingular-AT&T Wirelas Asset?, REUTWS, Mar. 3,2004. 

offerings, the termr under which services are offered, and its ownprices. Lsfayate Chnmum ‘cations company, 

Suncom, Suncom Fact Sheet (visited May. 17,2004) ~ttp://www.suncomcom/pr_ncws/index.shtm. 

See Eighth Report, at 14811. 

Cingular, AT&T Wireless and 7Eton PCS Sign Letter of Intent to &change Operations in N. Carolina, 

168 

169 

I70 

Puerto Rico and Virginia, News Release, Cingular Wireless, July 8,2004. Under the agre-k Triton PCS would 
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78. Nextel - The Nextel family consists of Nextel and Nextel Partners, Inc. (“Nextel Partners”). 
In an arrangement similar to that of AT&T Wireless with its affiliates,17’ in 1999, Nextel sold some of its 
S M R  licenses to Nextel Partners in exchange for a minority ownership interest in the ~ompany.’~ Nextel 
Partners is building out an iDEN network compatible with Nextel’s, and Nextel assists Nextel Partners in 
obtaining terms similar to those Nextel receives from vendors for equipment and services.’n Both Nextel 
and Nextel Partners market their services under the Nextel brand name. 

79. Sprint PCS- The Sprint PCS family consists of Sprint PCS and 10 Each of the 
affiliates has an agreement with Sprint PCS to use the latter’s PCS licenses to deploy CDMA technology 
and Sprint PCS-branded service in specific areas of the co~ntry.‘~’ In return, Sprint PCS receives a 
percentage of the affiliates’ local service revenue.176 In addition, Sprint PCS perf- back-office tasks 
for most of its affiliates, giving them the benefits of economies of scale for billing and customer 
service.177 Recently, Sprint has renegotiated these arrangements with some of its affiliates, responding to 
disputes with, as well as the financial difficulties of, certain affiliates.’” The amended agreements cover 
appraximateIy 40 percent ofthe customers served by all affiliates.ln Sprint PCS affiliates now provide 
service to more than 2.9 million subscribers.’” 

be permitted to compete beyond its current footprint, and Ciagular Wireless could provide service in areas where 
Triton PCS currently has operations. Triton PCS would also have exclusive right to the SunCom brand. Cingular, 
AT&T Wireless and Triton PCS Sign Letter ofIntent to Exchange Operations in N. Carolina, Puerto Rico and 
Virginia; News Release, Cingular Wireless, July 8,2004. 

For a comparison of the affiliate arrangements of AT&T, Nextel, and Sprint PCS, see Luiz carvalho et al., 171 

Triton PCS, Morgan Stanley, Equity Research, Mar. 5,2003, at 2 (Exhibit 1: Difference Among the Affiliates). 

Nextel Partners, Inc., SEC Form 10-K, Mar. 22,2002, at 4. Nextel o w  30 percent ofNRacl Partners. 172 

Nextel, FCC Form 602 (fded Mar. 15,2004). 

Id, at 3. 

Five are public companies (Alamosa Holdings Inc., US Unwircd Iac., AirGate PCS Inc., UbiqniTel Inc., 
Horizon PCS Inc., and Shenandoah Telecommunications Co.) and five are privately-held. See Eighth Report, at 
1481 1, note 203. See, also, Section III.D.3, RestmcturingS supra, for a discussion of Horizon PCS’s bankruptcy. 

I 73 

1 74 

See, e.g., US Unwired Im., SEC Form 4249(B)( I), May 17,2000, at 7. 

See, e.g., Horizon PCS, SEC Form 10-Q, Aug. 15,2003, at 8. 

See Eighth Report, at 14812. 

Sprint, SEC Form 10-K, fled Mar. 9,2004, at 36. See, also, Section III.D.3, Restruchnings, supra, and 
Eighth Report, at 14809. Sprint has amended the existing agreemnts to p v i d e  for a “simplified pricing 
mechanism, as well as refining and changing various business processes.” Sprint, SEC Fom 10-K, filed Mar. 9, 
2004, at 36. For a description of Sprint’s revised agreement with Alamosa, see John Byme, Bondholders Skeptical 
ofAlamosa Restructuring Bid, KAGAN WIRELESS TEleco~ INVESTOR, Sept. 25,2003, at 8. 

175 

176 

177 

178 

Sprint, SEC Form 10-K, filed Mar. 9,2004, at 36. 

Sprint Reports Fourth Quarter and Full-Year 2003 Resulrs, News Release, Sprint, Feb. 3,2004. 

I 79 

180 
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E. Entry Conditions and Potential Barriers to Entry 

80. Market concentration is a necessary, but not a sufficient st~~ctural condition for unilateral or 
coordinated anti-competitive behavior to occur. If entry into a market is easy, then entry or the threat of 
entry may prevent incumbent operators from exercising market power, either collectively or unilaterally, 
even in highly concentrated markets.’*’ The ease or difficulty of entry generally depends on the nature 
and significance of entry barriers. Barriers to entry in the mobile telecommunications marm may 
include first-mover advantages, large sunk costs, and access to spectrum.’82 

1. Spectrum Allocation and Assignment 

81. Spectrum allocation and assignment create a potential barrier to entry into mobile 
telecommunications markets because a limited amount of spectrum is allocated to CMRS and carriers 
need to obtain a government-issued license in order to use such spectrum for the provision of CMRS 
services. However, the degree to which the need to obtain a license acts as an inrpedimmt to entry 
depends on several factors. The first is the total amount of spectrum allocated to CMRS services and, of 
the spectrum that has been allocated, the amount actually assigned to users. This section identifies the 
types and amount of spectrum currently allocated to CMRS. While much of this CMRS spectrum is 
already licensed to carriers, some portions of current ChIRS spectrum represent relatively recent 
allocations that the Commission plans to auction to spectrum users in the future. Moreover, in June 2004 
the Commission announced an auction to commence on January 12,2005 (Auction No. 58)  for 234 
broadband PCS licenses comprising C M R S  spectrum that had been offered previously in other auctions 
but was returned to the Commission as a result of license cancellation or termination.”’ Finally, in 
addition to current CMRS spectrum due to be auctioned (or re-auctioned) and licensed in the future, the 
amount of spectrum allocated to CMRS has the potential to increase as a result of the kture reallocation 
of additional kquencies from nonCMRS to CMRS services. The resulting increase in the supply of 
CMRS spectrum due to both factors could potentially have the effect of reducing spectrum-related *try 
barriers, depending on the extent to which the demand for CMRS services increases. 

82. Given the total amount of spectrum allocated to CMRS and assigned to users, the impact of 
spectrum allocation and assignment on the ease or difficulty of market entry also depends on the 
Commission’s rules and policies with regard to spectrum assignment and trading. In this regard, the 
Commission’s efforts to shift to a morc market-based approach to spectrum management have resulted in 
the adoption of several policies that tend to reduce barriers to entry arising from spectrum allocation and 
assignment. First, beginning with the PCS auctions, the Commission’s use of auctions to assign 
spectrum marked the transition from its restrictive cellular licensing d e s  that limited entry by licensing a 
prescribed number of competitors in each market area to a more flexible licensing approach that allows 
market forces to determine the number of competitors in a given geographic area. Thus, whereas the 
licensing of cellular spectrum bands created a duopoly in each market, the auctioning of PCS spectrum 
produced the significant variation in the number of mobile telephony carriers across different geographic 

See DOJIFTC Guidelines at 53.0; see also Dermis W. Carltm and Jeffrey M. Perloff, Modem Industrial 181 

Organization (3” ed, Addison, Wellsley, hngrnan, Inc., 1999), at 77. 

See Spectrum Aggregation R&O, 16 FCC Rcd at 22688-91, 39-43. I 82 

Broadband PCS Spectrum Auction Scheduled For Jammy 12,2005, Public Notice, DA 04-1639, Report 
No. AUC-03-58-A (Auction No. 58) (rel. June 18,2004). Some of the spectrum to be re-auctioned was returned as a 
result of the previously mentioned settlement agreement between the FCC and NextWave. See Section m.D.3, 
Restrncturings, supra. 
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regions described in Section IU.C.1 above. As shown in Section IU.C.3 above, the Commission’s market- 
based policies have resulted in significantly greater numbers of mobile competitors entering many 
regional geographic markets as compared with countries in Western Europe and Asia that limited entry 
by licensing just b e e  or four nationwide 2G operators. 

83. Second, the Commission’s rules afford carriers the flexibility to choose what services to 
offer and what technologies to deploy on spectrum allocated to mobile telephony services, including the 
kedom to upgrade their existing systems and services to more advanced next-genedon standar&.’” 
This service and technological flexibility reduces entry barriers by allowing mobile carriers to enter 
markets for new services without having to obtain a specific new government-issued license prior to 
doing so. 

84. Finally, mobile telephony carriers are allowed, subject to the Commission’s authorization 
and approval, to buy and sell licenses, in whole or in part, on the secondary market. As a result, carriers 
can enter the market by purchasing a license from incumbent license holders, rather than being limited to 
obtaining a license directly from the government. 

85. Building on these market-oriented spectrum management policies, the Commission continues 
to take steps to increase spectrum access through secondary trading and flexible use. For example, in the 
Secondary Markets Report & Order (“Secondary Markets R&O”), issued in 2003, the Commission took 
action to facilitate the development of secondary markets in spectrum usage. rights in a number of 
services. The Commission allowed licensees in the Wireless hdio Services, including CMRS, to 
lease all or a portion of their spectrum usage rights, for any length of time within the license term, and 
over any geographic area encompassed by the license. In addition to introducing spectrum leasing in 
many wireless services, the Commission reduced the review time for transfer/assignment applications. 
As a result, licensees that utilize only a portion of their licensed spectrum (in tenns of bandwidth or 
geographic area), and entities that seek to gain access to spectrum, have additional opporhmities and face 
fewer impediments to moving the unused portion of this asset to higher valued uses. In a follow-up 
Secondary Markets Second R&O adopted in July 2004, the Commission further streamlined the 
processing of applications and notifications where the parties certify that the proposed transaction meets 
specific criteria indicating the absence of potential public interest concerns relating to eligibility, use 
restrictions, foreign ownership, designated entity policies, and competition.’86 h e  filings and 
transfer/assignment applications that meet these critena will be eligible for overnight electronic 
processing. 

a. Cellalar, Broadband PCS, and SMR . 

86. Currently, mobile telephone operators primarily use three types of spectrum licenses to 
provide mobile voice and, in most cases, mobile data services: cellular, broadband PCS, and SMR.’” 

184 47 C.F.R 55 20.901(a) and 24.3. 

18’ Promoting Efficient Use of Spectnnn through Elimination of Baniem to the Dcvclopmnt of Secondary 
Mark-, Repon and Order and Funher Notice ofProposedRulernakng, 18 FCC Rcd 20604 (2003) (“Secondnry 
Markets Second R&fY’). 

FCC Expands Spectrum Leasing Rules and Speeds Processing to Create Addit id  Opporhlnites for 
Access to Spectrum Through Secondary Markets, News Release, Federal Conmnrm ’cations Commission, Jul. 8,2004. 

See Appendix B, Table 1 and Maps 11-14, at B-11- B-15, for descriptions and maps of various 
geographical licensing schemes employed by the conmdssion. 
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This information is provided as a basis for understanding the formation of the c m t  industry structure. 

87. - The Commission began licensing commercial cellular providers in 1982 and 
completed licensing the majority of operators by 1991. The Commission divided the United States and 
its possessions into 734 cellular market areas (“CMAS”), including 305 Metropolitan Statistical Areas 
(YMSAs”), 428 Rural Statistical Areas (“MAS”), and a market for the Gulf of Mexico.188 Two cellular 
systems were licensed in each market area. The Commission designated 50 megahertz of spectrum in the 
800 MHz frequency band for the two competing cellular systems in each market (25 megahertz for each 
system). Initially, cellular systems offered senice using analog technology, but today most of the service 
offered using cellular spectrum is digital.’89 

88. Broadband PCS -Broadband PCS is similar to cellular service, except that broadband PCS 
systems operate in different spectrum bands and have been designed from the beginning to use a digital 
format. Broadband PCS licenses have been assigned th~ough auction, beginning in 1995.’90 The most 
recent broadband PCS auction was completed in 2001.191 The Commission has set aside the spectrum 
between 1850 M H z  and 1990 M H z  for broadband PCS. This spectrum includes 120 megahertz used for 
mobile telephony, divided originally into three blocks of 30 megahertz each (blocks A, B, and C) and 
three blocks of 10 megahertz each (blocks D, E, and F).’= Two of the 30 megahertz blocks (A and B 
blocks) are assigned on the basis of 51 Major Trading Areas (“MTAs’).’~’ One of the 30 megahertz 

~ ~~ 

188 Under the original cellular licensing rules, one of the two cellular chaunel blocks in each market (the B 
block) was awarded to a local wireline carrier, while the other block (the A block) was awarded competitively to a 
carrier other than a local wireline incumbent. After awarding the first 30 MSA licenses pursuant to comparative 
hearing rules, the Commission adopted d e s  in 1984 and 1986 to award the rCmaining cellular MSA and RSA 
licenses through lotteries. By 1991, lotteries had been held for every MSA and RSA, and licenses were awarded to 
the lottery winuers in most instances. In s o n  RSA markeg however, the initial lottery winner was disnualificd 
from receiving the license because of a successful petition to deny or otber Commission action. Implementation of 
Competitive Bidding Rules to License CerIam Rural Service Areas, Report and Order, 17 FCC Rcd 1960,1961- 
1962 (2002). In 1997, the Commission auctioned cellular sgectrum in areas unbuilt by the original cellhi liccnsccs, 
See FCC, Auction 12: Cellular Unserved (visited Apr. 12,2002) <http://wirclcss.fcc.gov/aucti~l2~. In 2002, 
the Commission auctioned three RSA licenses where the initial lottery winner had been disqualified See FCC, 
Auction 45: Cellular RSA (visited J u a  7,2002) <http:l/Winless.fcc.gov/aucti~45~. 

See Section VI.B.1, Subscriber Growth, infra. 

The first auction was for two license blocks of 30 megahertz each. FCC Grants 99 Licenser For 
Broadband Personal Communications Services In Major Trading Areas, News Release, FCC, Juri. 23,1995. The 
Commission has had five additional broadband PCS auctions. See FCC, Auctions Home (visited Apr. 29,2003) 
<http:llwinless.fcc.gov/aucti&. Three licenses were also awarded as pm of a pioncer preference program in 
1994. Three Pioneer Preference PCS Applications Granted, News Release, FCC, Dcc. 14,1994. 

189 

See Sixth Report, at 13368. See also, Disposition of Down Payment and Pending Appliatiom By Certain 
Winning Bidders in Auction No. 35; Requests for Refunds of Down PaymntS Made In Auction No. 35, Order and 
@der on Reconsideration, 17 FCC Rcd 23354 (2002); and Federal Communications Commission V. N a t W m  
Personal Communications, et al., 537 U.S. 293 (2003). 

191 

19* The Conrmission’s broadband PCS allocation includes 20 megahertz of spechumat 1910 M H z  - 1930 MHz 
for unlicensed broadband PCS. 

Major Trading Areas are Material Copyright (c) 1992 Rand McNally & Company. Rights granted pursuant 1 93 

to a license from Rand McNally & Company through an arraugenmt with the Fedcral Conrmrm ‘cations 
Commission. Rand McNally’s MTA specifcation contains 47 geographic areas covering the 50 states and the 
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blocks (C block) and all three of the 10 megahertz blocks are assigned on the basis of 493 BTAS.’~ As 
noted above, the Commission has announced that it will hold anothm auction of broadband PCS 
spectrum in Janua~y of 2005. 

89. SMR - The Commission first established SMR in 1979 to provide for land mobile 
Communications on a commercial basis. The Commission initially licensed spectrum jn the 800 and 900 
MHz bands for this service, in noncontiguous bands, on a site-by-site basis.19s The Commission has 
since licensed additional ShIR spectrum through auctions.’” In total, the Commission has licensed 19 
megahertz of S M R  spectrum, plus an additional 7.5 megahertz of spectrum that is available for SMR as 
well as other services.lP7 While Commission policy permits flexible use of this specttum, including the 
provision of paging, dispatch, mobile voice, mobile data, facsimile, or combinations of these services,’98 

District of Columbia. F& its spectrum auctions, the Commission has addcd b e e  MTA-like arcas: Guam and the 
Northem Mariana Islands, Punt0 Rico and the U.S. Virgin Islands, and Amcrican Samoa. In addition, Alaska was 
separated from the Seattle MTA into its o m  MTA-like area. MTAs are wmbiuatiom of two or more BTAs. See 
note 27 for a description of BTAs. 

In June 1998, broadband PCS C block licensees were permitted to elect to disaggregate their licenses and 
return 15 megahertz of C block spectrum to the Commission. As a redt ,  a number of licensees elected to 
disaggregate some or all of their licenses, creating some BTAs with seven broadband PCS spectrum license& See 
Amendmnt of the Commission’s Rules Regarding Installment Payment Financing for Personal Comnunications 
Services (PCS) Licensees, Second Report and Order and Further Notice of Aoposed Rule Making, 12 FCC Rcd 
16436 (1997); Amcndmnt of the Commission’s Rules Regarding Installment Paymnt Financing for Personal 
Communicatiom Services (F‘CS) Licensees, Order on Remnsiderm‘on of ihe SecondReport and Order, 13 FCC 
Rcd 8345 (1998). In August 2000, the Commission decided to reconfigure each 30 megahcrlz C block license 
available for auction, be- with Auction No. 35, into three 10 megaheat? licenses. Amendmnt of the 
Commission’s Rules Regarding Installment Paymnt Financing for P a o d  Communications Services (PCS) 
Licensees, Sixih Report and Order and Order on Reconsideration, 15 FCC Rcd 16266,16267 (2000). 

194 

Tbe ‘900 MHZ” SMR band refers to spectrum allocated in the 896-901 and 935-940 M H z  bands; the “800 
MHz” band refers to speftrumallocated in the 806-824 and 851-869 Ml& bands. See 47 C.FR 5 90.603; see also 
47 C.F.R. 5 90.7 (&thing “specislized mobile radio system”). 

195 

lg6 The Commission has held multiple auctions for SMR licenses. FCC, FCCAuctionr (visited Mar. 7,2002) 
Qttp://qireless.fcc.gov/auction.+. 

There arc five megahertz in the 900 MHz band (200 paired chauoels x 12.5 Wchauoel). See 47 C.F.R 
5 90.617, Table 4B. Thm are 21.5 megahcta in the 800 MHz band: 14 megahertz in the 800 SMR Service (280 
paired channels x 25 W c h e l )  and 7.5 megaherk in the 800 M H z  Gcncral Category (150 pairrd channels x 25 
Wchannel) .  See 47 C.F.R p 90.615, Table 1 (SMR Gcncral Category) and 47 C.F.R. 5 90.617, Table 4A (SMR 
Service). In 2000, the Commission amended its rules to allow Businws and IndustriayLand TranspoaatiOn licensees 
in the 800 MHz band to use their spectrum for CMRS operations undcr certain conditions. Implementation of 
Sections 3096) and 337 of the C~mmunicat i~~ Act of 1934 as Amended promotiOn of Speannn E5cient 
Technologies on Certain Part 90 Frequencies; Establishment of Public Service Radio Pool in the Private Mobile 
Frequencies Below 800 MHZ, Petition for Rule Maljng of The American Mobile Telecommunicatiom Association, 
Report and Order and Further Noiice ofProposedRule Making, 15 FCC Rcd 22709,22760-61 (2000). This could 
make up to five megahem of additional spectrum available for digital SMR providers: 2.5 megahe& in the 
IndushiayLand Transportation Category (50 paired channels x 25 Wclmmcl) and 2.5 megahertz in the Business 
Category (50 paired channels x 25 Wcbannel). See 47 C.F.R $90.617, Tables 2A and 3A. 

197 

Principles for Reallocation of Spectrum to Encourage the Development of Teleconmamications 
Technologies for the New Millennium, Policy Statement, 14 FCC Rcd 19868 (1999); see also Applicatiom of 
Various Subsidiaries and Affiliates of Geotek ConmnmicationS, Inc., Debtor-In-Possession, Assignora, and 
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the primary use for SMR traditionally has been tnmked dispatch services.lW Dispatch differs from 
mobile voice communications offered by F‘CS and cellular carriers in that it allows both one-to-one and 
one-to-many communication (including real-time conferencing with groups), and it generally does not 
operate through interconnection with the public switched telephone network?m SMR systems have also 
had the ability to offer interconnected service, but until the development of digital technologies, analog 
SMR systems had limited capacity to provide mobile telephony. In recent years, however, the nature of 
S M R  service has evolved significantly. SMR providers such as Nextel and Southern LINC, a unit of 
energy conccm Southem Company, have used digital technologies to increase spectral efficiency and to 
become more significant competitors in mobile telephony, while also providing dispatch functionality as 
a part of their service offerings?” Furthermore, in apparent response to the dispatch functionality of 
S M R  services, some cellular and broadband PCS carriers have begun to offer push-to-talk functionality 
on their networks, including Vcrizon Wireless, Sprint PCS, and WTEL..m SMR spectrum is also used 
for certain data-oniy n e t w ~ ~ k ~ ? ~ ~  

90. Available Licenses and S~ectrum Aeereea tion -In every geographical m a  of the country, 
the Commission initially authorized up to eight different mobile telephony licenses (two cellular and six 
broadband F’CS), not including additional digital SMR licenses.m Moreover, under Commission rules, 
broadband PCS, cellular, and auctioned SMR licensees may, with Commission approval, disaggregate 
(diwde the spectrum into smaller amounts of bandwidth) or partition (divide the license into smaller 

Wilndngton Trust Company or Hughes Electric Corporaton, Assignees, For Consent to Assignment of 900 MHz 
Specialized Mobile Radio Licenses, Mnnorandum Opinion and Order, I5 FCC Rcd 790,802 (2OOO). 

Dispatch services allow two-way, real-time, voice communications between k e d  units and mobile units 
(e.g., between a taxicab dispatch office and a taxi) 01 between two or more mobile units (e.& between a car and a 
truck). See F$h Report, at 17727-17728, for a detailed discussion. A d e r  of providers continue to provide both 
connnercial and private dispatch services at 800 MHz,  900 MHz, 220 MHz, 217-219 MHz,  and 450-470 MHz. See 
Applications of Motorola, Inc.; Motorola SMR, Inc.; and Motorola Comanmications and Electronics, Inc. Assignors; 
and FCI 900, Inc., Assignee, For Consent to Assignment of 900 MHZ Specialized Mobile Radio Licenses, Order, 
16 FCC Rcd 8451 (2001) (“Motorolu order“). Dispatch and SMR arc often used intexhangcably, although SMR 
refers to specific spectnnn ranges. 

See The Strategis Group, THE STATE OF THE S M R  INDUSTRY: NDCTEL AND DISPATCH ~MMUNlcATIONS 
(Sept. ZOOO), at 57; Tbe Strategis Gmup, U.S. DISPATCH MARKETS (Jan. ZOOO), at 1. See ako Motorola Order, at 
8457. 

2w 

According to Nextel, “ w e  are] referred to as an ‘SMR provider‘ . . ., although [our] services compcte 201 

directly with and are regulated Virmaly identically to those of cellular and PCS providers.” Nextel, Automatic and 
Manual Roaming Obligations Pertaining to Commercial Mobile Radio Services, WT Docket No. 00-193, Comnrenh, 
at note 4 (fled Jan. 5,2001). However, in comparison with cellular and broadband PCS providm, 

Inc., SEC Form 104, Nov. 14,2000, at 16. 

SMR 
providers arc m e  focused on the business than the individual c o n s u ~ ~  market. See, e.g., Nextel Communi CatiOM, 

See Section IV.B.6, Provision of Ancillary Services and Promoti& Wen, inza. 

See Section IV.B.l.e, Data-Only Naworks and Technology Dcploymnf in@. 

202 

203 

2M some areas may have fewer than eight active licenses because certain auction winws or lieensees have 
defaulted on payments to thc Commission, bccausc some liccnsces did not met their buildout requinmmts, some 
liccnsecs returned thcir licenses, or some licenses remained unsold in an auction. 
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geographical areas) their licenses, OT both, to other entities” Many licensces hold morc than one 
license in a particular market. While no longer in operation, the Commission’s CMRS spectrum cap 
molded the current distribution of spectrum licenses. Under the spectrum cap, no entity could control 
more than 45 megahertz of cellular, broadband PCS, and SM.RZM spectrum in an MSA, or more than 55 
megahertz in an RSA.2” In Novembex 2001, however, the Commission raised the spectnrm cap to 55 
mgahertz in all markets, and decided to eliminate the restriction entirely effective January 1,2003?08 

b. 800 MHz Band Reeonfignration and 1.9 GHz Speetrom Exchange 

91. On July 8,2004, the Commission adopted a new band plan for the 800 MHz band to resolve 
the problem of interference to public safety radio systems operating in the band fim CMRS providers 
o p t i n g  systems on channels in close proximity to those utilized by public safety entities!09 The new 
band plan addresses the root cause of the interference problem by separating generally incompatible 
technologies, with the costs of relocating 800 M H z  incumbents to be paid by Nextel. To accomplish the 
reconfiguration, the Commission will require Nextel to give up rights to certain of its licenses in the 800 
M H z  band and all of its licenses in the 700 M H z  band. In exchange, the Commission .will modify 
Nextel’s licenses to provide the right to operate on two five-= blocks in the 1.9 GHz band - 
specifically 1910-1915 MHz and 1990-1995 M H z -  conditioned on Nextel fulfilling certain obligations 
specified in the Commission’s decision. As a new entrant .in the 1.9 GHz band, Nextel is also obligated 
to fund the transition of incumbent users to comparable facilities. The Commission determined that the 
overall value of the 1.9 GHz spectrum is $4.8 billion, less the cost of relocating incumbent users. In 
addition, the Commission decided to credit to Nextel the value of the spectrum rights that Nextel will 
relinquish and the actual costs Nextel incurs to relocate all incumbents in the 800 M H z  band. To the 
extent that the total of these combined credits is less than the assessed value of the 1.9 GHz spectrum 
rights, Nextel will make an anti-windfall payment equal to the difference to the United States Department 
of the Treasury at the conclusion of the relocation process. 

e. Narrowband Spectrum 

47 C.F.R. $ 24.714 (PCS); 47 C.F.R. $22.948 (cellular); 47 C.F.R. $8 22.948,90.813, and 90.911 205 

(auctioned SMR). As a result ofpartitioning and disaggregation, them o h  are more than eight cellular and 
broadbaud PCS licenses in a mar!&. 

No more than 10 megahem of SMR spectrum was attributable to an entity under the cap. 47 CF.R 206 

8 2O.W). 

47 C.F.R $ 2O.qa). 

2000 Biennial Regulatory Review Spectrum Aggregation Limits For Commercial Mobile Radio Services, 208 

Report and Order, 16 FCC Rcd 22668 (ZOOl), petitionsfor reconsideration pending (“Specirum Cap Order”). The 
increase to 55 mgahem took effect February 13,2002. See 67 Fed. Reg. 1626 (Jan. 14,2002). All license 
transfers are still subject to review by the Commission to dcterminc whaha thcy are in the public interest. Specbum 
Cap Order, at 22670-22671. 

FCC Adopts Solution to Interference F’mbIcmFaced by 800 MHZ Public Safety Radio Syterm, News 209 

Release, Federal Comnnrnieations Commission, Jul. 8,2004. 
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92. In addition to the spectrum that mobile telephone carriers use to off' both voice and data 
CMRS services, two additional spectrum bands -paging and narrowband PCS - are used by licensees to 
offer CMRS services that consist only of data communications. Spectrum designated for commercial 
messaginglpaging is spread across several non-contiguous bands: 35-36 MHz, 4 3 4  MHz, 152-159 
MHz, 454-460 MHz, and 929-932 MHz?" Each license consists of between 20 and 50 kilohertz?" The 
Commission first allocated spectrum for paging in 1949 and licensed the spectrum on a site-by-site basis 
through the mid-1990~?~* In 2000 the Commission began auctioning additional paging licmses on a 
geographic area basis using EAS and MEAs?I3 The Commission completed its third paging auction on 
May 28, 2003?14 

93. Narrowband PCS spectrum is located in the 901-902 MHz,  930-931 MHz,  and 940-941 M H z  
bands and allows licensees to offer an array of two-way data services such as text messaging?15 The 
Commission first auctioned narrowband PCS spectnnn in 1994?16 Licenses consisted of between 50 and 
100 kilohertz each and were offered on both a nationwide and regional basis?" On Sept. 25,2003, the 
Commission completed an auction of six, 62.5 kilohertz regional narrowband PCS licenses?18 Space 
Data Spectrum Holding, LLC won a package of 5 regional licenses covering the continental U.S. in this 
a~ction.2'~ On Sept. 29,2003, the Commission completed an auction of licenses covering 48 MTAs and 
ranging in size from 50 to 200 kilohertz.220 Space Data Spectrum Holding, LLC won 42 of the 48 licenses 
in this auction. 

FCC, Paging (Lower) Bandplan, ~ ~ : / l w i r e l e s s . f c c . g o v / a u c t i ~ ~ ~ a n ~ ~ p a g ~ ~ ~ d . p ~ ,  210 

FCC, 929 and 93 I MHz Paging Bandplan, < h n p : / / w i r e l e s s . f c c . g o v / a u ~ o ~ ~ ~ ~ ~ l ~ a u c 2 ~ n d . ~ .  

211 Id. 

*I2 Revision of Part 22 and Part 90 of the Commission's Rules to Facilitate Future Development of Paging 
Systems, Implementation of Section 3090) of the Communications Act - Competitive Bidding, Notice of Proposed 
Rulemaking, 11 FCCRcd3108,3109-3110(1996). 

See 929 and 931 MHz Paging Auction Closes, Public Notice, DA 00-508 (rel. Mar. 6,2000); Seventh 213 

Report, at 13050-13051. 

Lower and Upper Paging Bands Auction Closes, Public Notice, DA 03-1836 (rel. May 30,2003). 

Implementation of Section 3090) of the Communications Act - Compelitive Bidding Narrowband PCS, PP 

214 

215 

Docket No. 93-253, Third Memorandum Opinion and Order and Further  Notice of Proposed Rulemaking, 10 FCC 
Rcd 175 (1994). 

216 Announcing the High Bidders in the Auction of Ten Nationwide Narrowband PCS Licenses; Wbmhg Bids 
Total $617,006,674, Public Notice, PNWL 94-4 (Aug. 2,1994). 

Id.; Announcing the High Bidders in the Auction of 30 Regional Narrowband PCS Licenses; Winuing Bids 211 

Total $490,901,787, Public Notice, PNWL 94-27 (rel. Nov. 9, 1994). 

218 Regional Narrowband PCS Spectrum Auction Closes, Public Notice, DA 03-3006 (rel. Oct. 1,2003). 

219 Space Data offers a two-way telemetry service using balloon-based base stations operating at approximately 
100,000 fect. With the additional spectrum purchased in Auctions 50 and 51, Space Data will be licensed for over 
1.7 megahertz of the 3 megahertz of narrowband PCS spectrum Space Data Corporation Cup?ures 262.5 kHz of 
New Spectrum - Controls Majority of Narrowband PCS, Press Release, Space Data Corporation, Nov. 19,2003. 

Narrowband PCS Spectrum Auction Closes, Public Notice, DA 03-3012 (rel. Oct. 2,2003). 220 
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d. 700MHzBands 

94. As discussed in the Eighth Report, the 700 M H z  spectrum is being reclaimed h m  use by 
broadcast services in connection with the transition of the analog television service to digital 
television?2’ The reclamation of television spectrum has been addressed in two parts, primarily as a 
result of different statutory requirements applicable to the two bands and differing degrees of 
incumbency in the two bands.u2 These two bands are the 698-746 MHz (known as the “Lower 700 
MHZ”) band and the 746-806 MHz (or “Upper 700 MHZ”) band. The Upper 700 M H z  Band is currently 
used by TV stations on Channels 60-69 and comprises 60 megahertz, while the Lower 700 MHz Band, 
which is used by TV stations on Channels 52-59, comprises 48 megahertz of 

95. Seventy-eight megahertz of the total 108 megaher& of Upper and Lower 700 MHz spectrum 
will generally be open to a broad range of flexible uses.m Pursuant to statutory mandate., licenses for 
this specirum will be assigned through competitive bidding.=’ These bands have many pamissible uses: 
winning bidders may use the spectrum for fmed, mobile (including mobile wireless commmial services), 
and broadcast services?26 The Commission expects that many of the new technologies to be developed 
and deployed in this band will support advanced wireless applications.”’ However, much of the Upper 
and Lower 700 MHz spectrum is currently encumbered by television broadcasters, and may remain so 
until the end of period when broadcasters convert from analog to digital transmission systems.z28 That 
the period is defined by ~tatute.2~~ Nevertheless, there may be some portions of these bands that are not 
sa encumbered and are available for immediate use by winning bidders. 

~ 2 ’  See Eighth Report, at 14798-14799. 

zz2 Reallocation and Service Rules far the 698-746 MHz Spectrum Band (Television Channels 52-59), GN 
Docket No. 01-74, Notice ofProposedRulemakzng, 16 FCC Rcd 7278,7282 (2001). 

The Commission has allocated 24 megahertz of the Upper 700 M H z  band for use by public safety entities, 
pursuant to Section 337(a) ofthe Communications Act. 47 U.S.C. 0 337(a). 

See Reallocation and Service Rules far the 698-746 M H z  Spectrum Band (Television Channels 52-59), GN 
Docket No. 01-74, Report and Order, 17 FCC Rcd 1022 (2002) (Yower 700 MHz Report and Order”); Service 
Rules for the 746-764 and 776-794 M H Z  Bands, and Revisions to Part 27 of the Commission’s Rules, WT Docket 
No. 99-168, Third Report and Order, 16 FCC Rcd 2703 (2001); Service Rules far thc 746-764 and 776-794 MHz 
Bands, and Revisions to Part 27 of the Commission’s Rules, WT Docket No. 99-168, Second Memorondurn Opinion 
ond Order, 16 FCC Rcd 1239 (2001); Service Rules far the 746-764 and 776-794 M H z  Bands, and Revisions to Part 
27 of the Commission’s Rules, WT Docket No. 99-168, Memorandum Opinion and Order and Further Notice of 
Proposed Ruhaking, 15 FCC Rcd 20845 (2000); Service Rules for the 746-764 and 776-794 MHz Bands, and 
Revisions to Part 27 of the Commission’s Rules, WT Docket No. 99-168, Second Report and Order, 15 FCC Rcd 
5299 (ZOOO) (“Upper 700 MHz Second Report and order“). 

225 See Lower 700 M H z  Report and Order, at 1024; Upper 700 h4Hz Second Report and Order, at 5301-2. 

226 Id 

Lower 700 MHz Report and Order, at 1032. I27 

228 Id., at 1028. 

u9 See 47 U.S.C. 5 3090)(14)(A)-(B). 
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96. The Balanced Budget Act of 1997 and subsequent legislation initially directed thc 
Commission to license these reclaimed spectrum bands well in advance of the end of the DTV transition 

However, after the Commission had scheduled auctions of the Upper 700 M H z  band (Auction 
No. 3 1) and Lower 700 M H z  band (Auction No. 44) pursuant to statutory deadlines established in that 
legi~lation,2~’ the Auction Reform Act of 2002 eliminated these statutory deadlinesu2 and provided the 
Commission with discretion to ‘‘determine the timing of and deadlines for the conduct of competitive 
bidding under [Section 309Q) of the Communications Act of 1934, as amended], including the timing of, 
and deadlines for, qualifying for bidding; conducting auctions; collectmg, depositing, and reporting 
revenues; and completing licensing processes and assigning  license^."'^ The Auction Reform Act 
futher ordered the Commission to delay the A, B, and E block portion of Auction No. 44 (Lower 700 
MHz) and the entire Auction No. 31 (Upper 700 MHz), yet it also directed the Commission to proceed 
with an auction of the C and D blocks starting ‘’no earlier than August 19,2002, and no latex than 
September 19, 2002.”234 

97. On September 18,2002, the initial auction of Lower 700 M H z  C and D block licenscs 
(Auction No. 44) closed, raising $88.7 million in net bids?” The Commission offered 740 licenses: one 
12 megahertz license in 734 CMAs, and one 6 megahertz license in 6 Economic k e a  Groupings 
(“EAG)?36 The Commission selected CMAs as the license areas in part to address the needs of small, 
regional, and rural carrim.”’ A total of 102 bidders won 484 licenses;”’ 47 of the winning bidders were 
rural telcos, and they won 136 licenses.239 On June 13,2003, the Commission completed the auction 
(Auction No. 49) of the remaining 256 licenses in the Lower 700 M H z  band C and D blocks that did not 

Balanced Budgc‘ Act of 1997, Pub. L. No. 105-33,111 Stat. 25 1 5 3003 (1997) (ad- new Section 230 

3096)(14) to tbe C o d a t i o n s  Act of 1934, as amended); 8 3007 (uncodiiicd; reproduced at 47 U.S.C. 5 3096) 
note 3); Consolidated Appropriations Act, 2000, Pub. L. No. 106-1 13,113 Stat. 2502, App. E, 8 213,145 Cong. 
Rec. H12493-94 (Nov. 17,1999) (‘‘Consolidatcd Appropriations Act”); 47 U.S.C. 5 309(j)(14)(C)(ii). 

The Commission initially announced that it would conduct both auctions starting on June 19,2002. Lam, 
on May 24,2002, the Commission amounced that Auction No. 3 1 was postponed until January, 2003. Auction of 
Licenses in the 747-762 and 777-792 MHz Band (Auction No. 3 1) Postponed Until January 14,2003; Auction of 
Licenses in the 698-746 MHz Band (AuctionNo. 44) Will Proceed As Scheduled, Public Notice, FCC 02-158, 
Report No. AUC-02-31-F (AuctionNo. 31) and AUcO2-44-D (Auction No. 44) (rcl. May 24,2002). 

231 

Auction Reform Act of 2002, Pub. L. No. 107-195,116 Stat. 715 (“Auction Reform Act“). 

47 U.S.C. 5 309(i)( 15), as added by the Auction Reform Act. 

47 U.S.C. 6 309(j)(15)(C)(iii), as enacted by the Auction Reform Act. 

u 2  

233 

234 

~ 3 ’  FCC, Auction 44: Lower 700 MHz Band, Fuctsheet (visited Mar. 11,2003) 
~ t l p : / l ~ l e s s . f c c . g o v l a ~ o ~ 4 4 l f a C t .  

236 Id. 

”’ Lower700MKzReportaud0rdcr,at 1061-1062. 

FCC, Auction 44: Lower 700 MHz Band, Fuctsheet (visited Mar. 11,2003) 238 

< h t t p : / ~ ~ l e s s . f c c . g o v / a ~ c t i o ~ 4 4 / f i ~ . h ~ .  

Based on data available at the Commission’s Auction Form 175 database, uwilubIe ut 
239 

~tlp:l/auctionfiling.fcc.gov/forml75lindex.htnu (last visited Mar. 12,2002) (“Form I75 Dutuhe”). 
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have winning bidders in Auction No. 44, raising (in net high bids) a total of $56.8 million?” in that 
auction, 35 winning bidders won a total of 25 1  license^?^' 

98. 
intend to reschedule the remaining 700 M H z  band auctions, and submitted the report to Congress on June 
19. 2003?42 

As required by the Auction Reform Act, we have prepared a report announcing when we 

e. Advanced Wireless Services 

99. As previously mentioned, U.S. mobile carriers have the flexibility to deploy technologies, 
including those commonly called Third Generation or “3G,” that allow them to offer high-speed mobile 
data services using their existing CMRS spectrum.u3 Nevertheless, the Commission has continued its 
efforts over the past year to allocate and license additional spectrum suitable for offering advanced 
wireless services!” As noted in the Eighth Report, in 2002 the Commission, together with the National 
Telecommunications and Information Administration (‘NTIA”), allocated 90 megaherk of spectrum in 
the 1710-1755 and 2110-2155 MHzbands that canbe used to offer advanced wireless services, including 
3G services. 

100. In November 2003, in WT Docket No. 02-353, the Commission released a Report and Order 
adopting service rules for licensed fixed and mobile services, including advanced wireless services, for 
the 90 megahertz of spectrum at 1710-1755 and 2110-2155 MHZ.~’ These service rules include 
application, licensing, operating and technical rules, and competitive bidding provisions. The 
Commission determined that this spectrum could be used for any wireless service that is consistent with 
the spectrum’s fixed and mobile allocations and to license this spectrum under the Commission’s 
flexible, market-oriented Part 27 
large and small service providers, the C o h s s i o n  adopted a band plan for this spectrum that included a 
variety of licensing areas and paired spectrum blocks. 

In order to meet a variety of needs, including the needs of both 

101. Specifically, the Commission adopted a band plan using regional and localized service areas 
and employing symmetrically paired spectrum blocks with the pairings being comprised of different 
bandwidths. Under the band plan that the Commission adopted for this spectrum, 946 licenses will be 
made available to the public under the Commission’s competitive bidding Nh. The band plan permits 
spectrum to be easily aggregated. Economic Areas @As) can be aggregated to form Regional Economic 
Areas (REAGs) and Metropolitan Statistical Areas ( M S A s )  and Rural Service Areas (RSAs) allow 

~ 

Lower 700 MHz Band Auction Closes, Public Notice, DA 03-1978 (rel. Jun. 18,2003). 240 

24’ Id. 

242 Auction Reform Act of 2002, Reporf To Congress, FCC 03-138 (rel. Jun. 19,2003). 

47 C.F.R 55 20.901(a) and 24.3. 243 

Advanced Wireless Services (AWS) is the collective term wc use for new and innovative fixed and mobile 
terrestrial wireless applications using bandwidth that is sufficient for the provision of a variety of applications, 
including those using voice and data (such as internet browsing, message services, and full-motion video) content. 

244 

Service Rules for Advanced Wireless Services in the 1.7 GHz and 2.1 GHz Bands, WT Docket No. 02-353, 245 

Report and Order, 18 FCC Rcd 25162 (2003); petitions for reconsideration pending. 

246 47 C.F.R. Part 27. 
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service providers to mix and match rural and urban areas according to their business 
addition, the band plan places the smaller specbum blocks toward the middle of the bands to facilitate 
aggregation. 

102. 

In 

The Commission also decided not to impose ownmhip restrictions (other than those 
contained in Section 3 10 of the Communications Act), spectnun aggregation limits, eligibility 
restrictions, or interim performance requirements. The Commission did determine to limit the lower 
band(i.e., 1710-1755 MHzband) tomobiletransmissionsandtheuppcrband(i.e.,2110-2155 M H z  
band) to base transmissions and established rules to protect co-channel and adjacent channel oprrations 
from interference. The Commission also determined to assign licenses for this spectrum using the 
Commission’s Part 1 competitive bidding rules and award bidding credits of 15 percent for small 
businesses and 25 percent for very small businesses. 

2. Other Potential Barriers to Entry 

103. There are three other types of entry barriers, each of which captures separate dimensions of 
the difficulty of entering an industry. The fmt type consists of the lnqKdunent to entry erected by 
advertising expenditures. Unlie tangible capital, advertising can neither be resold nor otherwise 
transferred to prospective buyers. Upon its demise the advertiser can recover none of the money spent to 
promote its products; such expenditures are irrecoverable or sunk While the incumbent has already 
incurred the sunk costs, the entrant has not. Therefore, the entrant has higher incremental cost and 
incremental risk associated with its decision to enter. According to Baumol and Willig, the two effects 
combine to lower expected profitability, thereby deterring entry?q Bain, on the other hand, argues that 
higher advertising generates brand loyalty and scale, economies for incumbent firms.249 To achieve these 
benefits and be on (equal footing, an entrant must incur high selling costs, which increase with the 
advertising intensity of the industry. The high selling costs can depress expected profitability and 
dissuade entry. Both the selling and sunk cost aspects of advertising are typically measured by the 
advertising-to-sales ratio, a barometer of advertising intemity?” 

104. The second type of entry barrier arises from economies of scale, which allow firms to lower 
the cost per unit of producing and distributing a product as the volume of output expands. The more 
extensive economies of scale are, the larger is the minimum efficient scale relative to the size of the 
market, meaning a nascent firm risks depressing market price by producing at optimal scale. The 
alternative is to produce at less than minimum cost. Either way, expected profitability is lowered, and 
entry is dissuaded. The minimum efficient scale is measured by the quotient of the average plant size 
among the largest plants accounting for 50 percent of output and total industry sales?” The resulting 
number, a percentage of total industry output, indicates what fraction of industry sales’ a new entrant must 
capttue to be as efficient as a larger incumbent firm. 

MSAs and RSAs are collectively referred to as Cellular Market Areas (U). 247 

William J. Baumol and Robert D. Willig, Fixed Cost, Sunk Cost, Enhy Barriers and Sustainobilily of 248 

Monopoly, QUARTERLY JOURNALOFECONOMICS, Vol. 96, Aug. 1981, at 406-431. 

249 Joe S. Bain, Barriers to New Competihn, 1956, at 55 (“Bamers to New Competition”)). 

William S. Comanor and Thomas A. Wilson, AdverMng Market Structure and P 4 n n m e ,  
OF ECONOMICS AND STATISTICS, Vol. 49, Nov. 1967). at 425 YAdverjising Market Structure and Perftmance’?. 

REvrew 250 

*‘ Id., at 429. 
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105. The third type of entry barrier, and closely related to the second, is the inability of new firms 
to borrow sums sufficient to finance efficient start-ups. With the larger absolute capital requirement 
needed to realize minimum cost grows the inability to borrow sufficiently, erecting a staunch entry 
barrier. "That is, the absolute capital requirement may be &I large that relatively few individuals or 
groups could secure the needed capital, or that entrants could secure it only at interest rates and other 
terms which placed them at a net cost disadvantage to established sellers."252 The height of the barrier is 
usually measured by the minimum capital-requirement variable, which is the product of the capital-to- 
sales ratio and the average plant size among the largest plants accounting for 50 percent of output?" 

106. All three types of entry barriers have the potential to afford incumbent caniers fist-mover 
advantages over latecomers. We believe it is probable that the three types of entry baniers are high in 
CMRS mobile voice. Telecommunications bas historically been an industry characterized by large 
investments in network infrastructure and vast scale economies, suggesting the scale economy and capital 
requirement barriers are both high. Increasing advertising expenditures by CMRS carriers as they seek to 
brand their products suggests that the product differentiation barrier m CMRS mobile voice is similarly 
high. As documented below in Section IV.B.4 on carrier rivalry with respect to advertising and 
marketing, total advertising expenditures by the six nationwide operators alone exceeded $3 billion in 
2003, and advertising expenditures per subscriber have been rising since 2001 .254 We note, however, 
C T I A ' s  suggestion that first-mover advantages may no longer be relevant to the Ch4RS industry given 
that non-cellular entrants such as T-Mobile and Nextel were leaders in adding subscribers in 2003.L15 

F. RuralMarkets 

1. Geographical Comparisons: Urban vs. Rural 

107. Since the release of the Sixth Report,256 the Commission has attempted to obtain a better 
understanding of the state of competition below the natioml level, and particularly in rural areas?57 In 
order to analyze the mobile telecommunications market structure in rural areas, it is necessary first to 
defme ' h l  areas." The federal government has multiple ways of defming rural, reflecting the multiple 
purposes for which the definitions are u ~ e d . 2 ~ ~  In the Eighth Report, the Commission analyzed service 
availability in rural areas using h e  different proxy definitions, and similar results were obtained for 
each definition?59 The Commission compared the numbex of competitors in: 1) RSA counties v- 

zs2 Bam'ers to New Compeiition, at 55. 

Adverrising Market Structure and PerJonnonce, at 428. 

254 Section N.B.4, Advertising and Marketing, infro. 

''' C T ~ A  Comments, at 3 I .  

2(6 See Sixth Report, at 13350.. 

15' The Commission held a public fonun in February 2002 to discuss, among othcr things, CMRS competition 
issues in rural areas. In addition, the Eighth CMRS NOI included questions on a range of rural wireless issues. 

See Eighth Report, 18 FCC Rcd at 14834,v 108-109. See also Facilitating the Provision of Spechum- 258 

Based Service to Rural Areas and Rormting -ties for Rural Telephone Companies to Provide Spechum- 
Based Services, 18 FCC Rcd 20802,20808-1 1 err 10-12 (2003) (''Rural N P W ) .  

259 See EighthReport, 18 FCCRcdat 14835-37, 111-121. 
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MSA counties; 2) non-nodal EA counties versus nodal EA and 3) counties with population 
densities below 100 persons per square mile versus those with population densities above 100 persons 
per square mile!61 In addition, the Commission released a Notice of Proposed Rulemaking in 2003 to 
examine ways to promote the rapid and efficient deployment of spectrum-based services in rural areas?62 
Similarly, as stated above, in its Ninth CMRS NOI, the Commission asked for comments on how the 
Commission should defme “rural areas’’ for purposes of the Ninth Rep0rt .2~ 

2. Defmition of Rnrd 

108. The Commission does not have a statutory d e f ~ t i o n  of what constitutes a rural area. The 
Commission has used RSAs as a proxy for rural areas for certain purposes, such as the cnrrent cellular 
cross-interest rule and the former CMRS spectrum cap, stating that “other market designations used by 
the Commission for CMRS, such as [EAS], combine urbanized and rural areas, while MSAs and WAS 
are defined expressly to distinguish between rural and urban areas.”2M In its recently adopted report and 
order concerning deployment of wireless services in rural areas, the Commission adopted a default 
definition of “nual” as a county with a population density of 100 persons or fewer per square mile?65 
For this reason, we adopt this same definition to analyze service availability in rural areas for this 
repolt.266 

3. Rnrd Competition 

109. In comparing competitive entry in counties with population densities of 100 persons per 
square mile or less to those with densities greater than 100 persons per square mile, we find that the less 
densely populated counties have an average of 3.7 mobile competitors, while the more densely populated 
counties have an average of 5.9 competitors. 

110. Rural Cellular Association members can participate in a voluntary survey, similar to CTIA’s 

Each EA consists of one 01 more counties that are “Economic Nodes” and the surrounding counties that are 
economically related to it. An EA may have more than one economic node. The counties that are economic nodes 
are metropolitan areas 01 similar areas that serve as the EA’S cmter(s) of economic activity. As a proq  for urban 
and rural geographic areas, the Commission looked at counties which make up economic nodes, Le. nodal counties, 
versus those counties that do not make up economic nodes, i.e. non-nodal counties. See Eighth Report, 18 FCC Rcd 
at 14836,n 112. 

See Eighth Report, 18 FCC Rcd at 14836,y 114. 

See Rural NPRM, 18 FCC Rcd at 20803-04,71 

261 

263 See note I I, supra. 

2M Biennial Regulatory Review, Spectnun Aggregation Limits for Wireless Telecommunications Carrim, 
Report and Order, 15 FCC Rcd 9219,9256 at note 203 (1999). 

Rural Order PN 

We note that this defdtion is supported by many of the commentem. See CZ7A Comments, at 11; RSA 
Comments, at 5 ;  RTCReply Comments, at 3. One commuter suggested using a 25 pcrsoap per square mile 
definitim but we rejected that definition in the Eighth Repart. Blooston Rural Gzm’er Comments, at 7; Eighth 
Report, at 14836. 

266 
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biannual survey, conducted by Keisling Associates, LLP (“Keisling RCA Survey”)?67 For 2002 (the most 
recent survey results available), the survey showed that there was an average of 5.1 wireless competitors 
in survey participants’ markets, having increased steadily from 3.0 competitors in the 1998 RCA 
S ~ r v e y . 2 ~ ~  RCA concludes that the survey indicates that there is “robust and effective competition, 
increasing year-to-year, in the markets served by RCA members.” The Keisling RCA Survey also 
presented evidence of increasing customer usage and declining per minute pricing in rural areas, similar 
to trends that we have seen nationally.26Y 

4. Conclusion 

11 1. Based on our rollout analysis and information provided by commenters, we conclude that 
CMRS providers are competing effectively in rural areas?” While it appears that, on average, a smaller 
number of operators are serving rural areas than urban areas, this difference does not necessarily indicate 
that effective CMRS competition does not exist in rural areas. In this regard, we note that the average 
number of mobile operators estimated to be serving rural areas in the United States is greater than the 
total number of national mobile operators serving countries with a reputation of having highly advanced 
mobile service markets such as Japan, South Korea, and Finland. In addition, data and statements 
presented by commenters on the Ninth CMRS NOZ support the conclusion that effective CMRS 
competition does exist in rural areas. Finally, we emphasize that market structure is only a starting point 
for a broader analysis of the status of competition based on the totality of circumstances, including the 
pattern of carrier conduct, consumer behavior, and market performance. 

IV. CARRIER CONDUCT IN THE MOBILE TELECOMMUNICATIONS MARKET 

112. A concentrated market, in conjunction with significant entry barriers, may lessen competition 
in the market for commercial mobile services in two distinct ways. First, it may increase the likelihood 
that a group of competing carriers will successfully engage in coordinated interaction aimed at raising 
prices and lowering output. Second, it may enable an individual carrier to profitably raise price and 
lower output unilaterally. However, neither coordinated interaction nor unilateral action to lessen 
competition is a necessary consequence of market concentration and entry barriers. For example, 
unilateral or coordinated action to lessen competition may be thwarted or undermined by the presence of 
one or more maverick carriers who have the ability and incentive to expand sales by undercutting the 
prices of rivals, offering innovative service packages and engaging in aggressive advertising and 

”’ See RCA Comments, at 2. 

See Appendix A, Table 6: Keisling RCA Survey, at A-9. We note that this analysis is not directly 268 

comparable with our own, since the Keisling RCA Survey measures competitors by market (which is undefined) 
while ours is county-based. 

269 See Appendix A, Table 6: Keisling RCA Survey, at A-9. We note that RCA represents companies that 
serve markets where 14.6 million people reside. RCA Comments, at note 1. Thus, the Keirling RCA Survey results 
represent 25 percent of rural customers, since the 2000 Census found that 59 million people were “rural.” See 
Eighth Report, at 14836. 

See, e.g., CTIA Comments, at 8 (“The wireless industry has consistently provided highly competitive 210 

services throughout all regions of the US., including rural America”); RCA Comments, at 7 (“RCA membas are 
competitive in their wireless service offering”). 
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promotmnal campaigns?” The analysis of carrier conduct thus focuses on whether incumbent carriers, 
given the prevailing market structure, engage in intense price and non-price rivalry or instead behave as if 
they are content to live peacefully with one another. 

k PriceRivalry 

1. Developments in Mobile Telephony Pricing Plans 

The continued rollout of differentiated pricing plans also indicates a competitive 
marketplace. In the mobile telephone sector, we observe independent pricing behavior, in the form of 
continued experimentation with varying pricing levels and structures, for varyine service packages, with 
various available handsets and policies on handset pricing. AT&T Wireless’s Digital One Rate plan, 
mtroduced in May 1998, is one notable example of an independent pricing action that altered the market 
and benefited consurners?n Today all of the nationwide operators offer some version of a national rate 
pricing plan in which customers can purchase a bucket of MOUs to use on a nationwide or nearly 
nationwide network without incurring roaming or long distance charges. 

113. 

114. Anothex trend in mobile telephone pricing has been the expansion of %e calling among a 
particular company’s customers, known as “in-network” or “mobile-to-mobile” calling?n Such callers 
do not have to pay any additional fees for incoming or outbound calls with other subscribers of the same 
company. In January 2004, AT&T announced that new customers who sign a two-year contract for plans 
of at least $40 monthly would also receive unlimited mobile-to mobile calling, as long as they call from 
their mobile-to-mobile calling area?74 In February 2004, Verizon Wireless added unlimited in-network 
calling to “America’s Choice” calling plans of at least $40 a rnonth.2” Also in February, Cmgular 
Wireless launched a new suite of national rate plans, “Cingular Nation GSM,” where customers received 
5,000 mobile-to-mobile minutes to use on its GSM network (since expanded to unlimited) on plans 
starting at $50 a month.276 Sprint F’CS also offers unlimited in-network calling on its “Free & Clear 
Nationwide” plans for an additional $5 per month?n 

An example is when AT&T introduced its digitalsne-rate plan in May 1998, wbich was the first plan to 271 

mcludc a large quautity of monthly minutes at a iixed rate and no long distance charges when used on the operator’s 
network. See Fourth Report, at 10155, and Fiph Report, at 17677-78. 

See ATBTLaunches First National One-Rate Wireless Service Plan, News Release, AT&T Corp., May 7, 27l 

1998. 

2n The carriers’ plans &mi below had previously included 1,OOO “in-network” minutes. Jesse h k e r ,  
AT&T Verizon Go ‘Unlimited’ As Wireiess Battle Aceeleratea, WALL S m  JOURNAL, Feb. 2,2004, at BS; Dan 
Meyer, Party‘s Over, Cam’ers Hike Rate Plans, RCR WlRELEss NEWS, Feb. 9,2004. 

Groundbreaking A T&T Wireless m e r  Providea Free, Unlimited Mobile-To-Mobile Culling, News Release, 274 

AT&T Wireless, Jan. 30,2004. Existing c u s t o m  on such plans can request the new offer at no cbarge. Id. 

275 Dan Meyer, Party’s Owr, Cumers Hike Rate Plans, RCR WlRELESS NEWS, Feb, 9,2004; Jessc hcker ,  
AT&T Verizon Go ‘Unlimited’ As W i r e r s  Battle Acceleratq WALL SlREET JOURNAL, Feb. 2,2004, at BS. 

Cingular’s New Mobile-To-Mobile Plan @.?irn Customers More &verage, More Advontagea, News 276 

Relcase, Cingular Wireless, Feb. 10,2004, Cingular Wireless, Rate Plans (visited May, 27,2004) 
<www.cingular.conu. 

Dan Meyer, Party’s Owr, Carriers Hike Rate Plans, RCR W m s  NEWS, Feb. 9,2004. 277 
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2. Prepaid Service 

11 5 .  In the United States, most mobile telephony subscribers pay their phone bills after they have 
incurred charges (known as postpaid service). Prepaid service, in contrast, requires customers to pay for 
a fixed amount of minutes prior to making calls. Although prepaid plans are considered a good way to 
increase penetration rates, they typically produce lower ARPUs and higher chum rates in comparison to 
postpaid s~bscribers?’~ 

116. One analyst estimated that 6 percent of U.S. wireless phone users subscribed to prepaid plans 
in 2003, roughly what we found in the Eighfh Report.’” AT&T Wireless, Cingular Wireless, and 
Verizon Wireless all had about 6 percent of  subscribers on prepaid plans, while T-Mobile had about 11 
percent. Sprint PCS and Nextel have pamered with third-party resellers to market prepaid offerings 
aimed at the youth portion of the population?8o 

3. Mobile Data Pricing 

117. In addressing both price-rivahy and non-price rivalry in the mobile data market, it is us& to 
divide the market into two distinct segments.’” The frst segment consists of simple handset-based 
applications marketed to consumers primarily as an add-on to mobile voice service, including text 
messaging (“SMS”), multimedia messaging services (“MMS”) such as photo messaging, and 
entertainment applications such as ring tones and games. The second segment consists of monthly 
mobile Internet access service packages for customers who wish to connect to wireless networks 
pnmarily or exclusively for data, rather than voice use, and who typically access the Internet through 
laptops or Personal Digital Assistants (“PDAS”). Given the limited coverage to date of high-speed 
wireless data networks and the slow speeds, relative to fixed broadband, of wireless network 
technologies that are widely available today, the first segment is more developed than the second.” 

118. As detailed in the Eighth Report, in the first half of 2003 mobile carriers were experimenting 
with a variety of different options for pricing and measuring usage of handset-based applications, 
including pricing based on kilobytes consumed, flat rate pricing for each use of an application (“pay-m- 
you-go”), volume discounts on bundled packages of an application, and unlimited use pricing?” Use of 

See Eighth Report, at 14830. See, also, Nextel Communications, Inc., Raymond James &Associates, 218 

Equity Research, Feb. 9,2004, at 15. However, in the trial stage of its prepaid o f f a  Boost Mobile, Nextel found 
that customers were using, on average, 300 MOUs, two to three times the minutes used by prepaid cus tom of 
other carriers. Virtual Networks Make a Splash in 2003, UGAN WIRELESS MARKET STAB, Feb. 27,2004, at 6. 

David Janazzo et 01.. US Wireless Manix 4Q03, Merrill Lynch, Equity Research, Mar. 15,2004, at 1, (“US 279 

Wireless Manix 4po3”); Eighth Report, at 14830. 

See Section III.B.2, Resale Providers, supra. 

See Frank J. Governali, Robert D. Barry, and Marje Soova, Wireless Data Prospects Brightening, Goldman 281 

Sachs, Global Investment Research, Apr. 16,2004, at 31 and 34, CWireIess Data Prospect Brightening”); Eighth 
Report, at 14843-14844. 

Id., at 34. See also Section IV.B.1, Technology Deployment and Upgrades, infra. 282 

283 See Eighth Report, at 14843-14856 and 14905-14907. 
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